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GTE Products Corporation
100 Endicott Street
Danvers, MA 01923

508 777-1900

SDMS DoclID 559611

January 16, 1990

Superfy
Mr. Steven J. Calder, SITE. fkiRecords(knncr

Remedial Project Manager - able

U.S. Environmental Protection Agency (B);EAK' _T"'LL===
P.0. Box 5988 HER: _ SS5qp
JFK Station

Boston, MA 02114

RE: Response to Request for Information Pursuant to Section 104 of
CERCLA and Section 3007 of RCRA for the Coakley Landfill Site,
North Hampton, New Hampshire

\

Dear Mr. Calder: \

This is in response to your letter dated December 4, 1989 addressed
to the President or General Manager, GTE Products Corporation DEL,
Portsmouth Avenue, Exeter, New Hampshire ("Exeter") regarding the Coakley
Landfill Site ("Site"). As I indicated to Mr. Timothy Williamson on the
telephone earlier this week, the EPA's Request for Information dated
August 10, 1988 referenced and enclosed in its most recent correspondence
dated December 4, 1989 was never received at the Exeter plant.

Based on a review of records readily available, Exeter was not able
to locate any information or documentation in its possession, custody or
control relating to the transportation to, treatment of, storage, or
disposal of hazardous substances at the Coakley Landfill Site.

In an effort to be fully responsive to the EPA's Information
Request, the following are Exeter's responses to the requests set forth
in "Attachment A" of the EPA's August 4, 1988 letter:

GENERAL INFORMATION

1. John Hamilton, Senior Engineer
GTE Products Corporation
Portsmouth Avenue
Exeter, NH 03833

2. Mr. Mike Fitzgerald
Clean Harbors
#9 Hooksett Industrial Park
Hooksett, NH 03106

A par of GTE Corporation
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Mr. Steven Weiner
GSX Northeast Inc.
220 Sutton Street
N. Andover, MA 01840

Ms. Janice Cassidy

Waste Management of New Hampshire, Inc.
90 Rochester Neck Road

Rochester, NH 03867

Lynn Johnson, Purchasing Department
GTE Products Corporation
Portsmouth Avenue

Exeter, NH

Muriel Brumage, Accounts Payable
GTE Products Corporation
Portsmouth Avenue

Exeter, NH

Hazardous Waste Manifests, purchasing and financial records were
consulted, but no documents were located relating to the
transportation to, treatment of, storage, or disposal of hazardous
substances at the Coakley Landfill Site.

We have no knowledge of any other persons who may be able to provide
additional information or documents relating to the Site.

Unknown.
Unknown.

Not Applicable.

FINANCIAL/CORPORATE INFORMATION

8.

GTE Products Corporation

100 Endicott Street

Danvers, MA 01923

President: Dean T. Langford

Former Names of Company:

12/24/58 - SEPCO, Inc.

2/25/59 - Sylvania Electric Products, Inc.
12/23/70 - GT&E Sylvania Incorporated
12/31/70 - GTE Sylvania Incorporated
1/9/80 - GTE Products Corporation
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9. GTE Products Corporation is a subsidiary of GTE Products of
Connecticut Corporation. GTE Products of Connecticut Corporation is
essentially a holding company and was incorporated on January 31,
1977.

10. GTE Products Corporation was incorporated on December 24, 1958. Its
agents for service are CT Corporation System and Prentice Hall
Corporation System.

11. Exeter is a part of GTE Products Corporation and manufactures
high-technology materials and high-purity quartz products.

12. GTE Corporation and its wholly owned affiliates and subsidiaries
have been insured by the Kemper Group since 1962. The pollution
exclusion clause has been part of the aforementioned insurance
contract since 1976. GTE Corporation is also insured by a variety
of additional companies.

13. Please refer to GTE Corporation's 1988 Annual Report enclosed
herewith for information relating to GTE's current assets,
liabilities and net worth.

GENERATOR/TRANSPORTER INFORMATION

14. No, not to our knowledge.

15. No, not to our knowledge.

If you have any further questions, you can reach me at the

letterhead address, or by telephone at (508) 750-2479.

Very truly yours,

S S\

Joseph H. Delehant
Senior Attorney
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- e 1988 (In Millions) 1987
- ‘ = i ) Revenues/ Revenues/ *
Major Groups Products/Sérvices Markets Locations Sales Income* Sales Im‘bme*.
M Employees' 104,000 $11,686 $2,718 $11,158 $2,879
GTE Telephone Operations Provides local telephone service, markets, Residential, business and government cus- Headquarters: rving, Tex. Four operating areas )
(page 18) leases and sells telecommunications ' tomers within franchise areas; business serve 7,500 communities in portions of 31
products and services, supplies voice . users of telecommunications products states. Also serves British Columbta and
and data systems f and systems outside of franchise areas. Quebec in Canada, and the Dominican Republic.
T Employees. 22,000 $2597$ 106  $2210 § 52
GTE Government Systems Command, contral, communications and ! Defense, government and industry in the Headquarters: Waltham, Mass. Its three
(page 19) intelligence systems, electronic defense i United States and abroad. operating sectors are: Command, Control and
systems, tactical communication systems; ; Communications Systems, Needham, Mass.,
communication switching and information : Electronic Defense, Mountain View, Calf.; and
systems. I Tactical Systems, Taunton, Mass. .
- i
GTE Information Services Pm@;des telephone directones, directory Directories’ services provided to telephone Headgquarters' Tampa, Fla., GTE Directories’
(page 20) advertiSifigland related services; operates companies, commercial businesses with headguarters: Dallas, Tex. with offices and
communicatigns networks, manages com- consumer audiences, computer-based serv- production facilities located in 27 states and
puter centers and database systems, proc- ices marketed to several industries, including 11 countries.
esses high volumes of business transactions; | health, education and government; voice
and offers a voice messaging service. j messaging serves businesses nationwide.
GTE Mobile Communications Provides cellular mobile telephone service; j Offers cellular telephone service and products ~ Headquarters of GTE Mobile Communica-
(poge 20) markets cellular products; offers paging | in 34 metropolitan areas, paging services in tions and GTE Mobilnet: Houston, Tex., head-
services; and provides air-to-ground tele- ! GTE Telephone Operations’ areas; telephone quarters of GTE Airfone. Oakbrook, [ll.
phone service for airline passengers. - fl service on over 900 planes of 16 arrlines.
GTE Spacenet Satellite-based telecommunications services; Retatl, financtal services and broadcast Headgquarters: McLean, Va.; International
(page 21) Skystar® private data and video network | industries; health care and educational insti- Systems Division: Waltham, Mass. Operates
services; and U.S. and international earth tutions; and government agencies. 30 earth stations and support facilties in
station systems 16 states
AG Communication Systems A Joint venture with AT&T, the unit develops, Telephone companies, business, institutional ~ Headquarters and R&D facility: Phoenix, Aniz.;
(poge 23) manufactures and markets advanced digital and government agencies two manufacturing facilities in the US.
central office switching systems
. T Employees' 29,000 $2237 ¢ 228§ 2120 § 222

GTE’s Lighting Business Manufactures more than 6,000 types of Residential, commercial and industrial cus- Headquarters Danvers, Mass.; 19 plants
(page 22) Sylvania lamps. Also produces automotive tomers in the United States, Canada, Europe, located in 7 states and Puerto Rico; and 23
lighting products, famp fixtures and lighting Latin America and the Far East. plants located in 13 other countries.
components.
GTE Precision Materials Manufactures metal, plastic, ceramic and Aerospace, automotive, computer, communi- Headquarters: Danvers, Mass.; 59 plants
(page 22) other precision-engineered matenals, parts cations, lighting, electrical and electronics located in 13 states and Puerto Rico; 17
and components; specralty and refractory industries. plants in 13 other countries.
metals, high-purity chemicals and electronic
assemblies. -
(bage 23) Conducts basic and applied research in All GTE operating groups; government Headquarters: Waltham, Mass.

communications, ighting and precision
materials technologes.

agencies.

*Before other deductions and income taxes,
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Consolidated Financial Highlights

1988 1987 Change
(In Millions)
Consolidated
Revenues and Sales $16,460 $15,421 6.7%
Income Before Other

Deductions and

Income Taxes 3,052 3,153 3.2)
Net Income 1,225 1,119 9.5
Common Shareholders’

Equity 8,127 7,759 4.7
Return on Common Equity 14.8% 14.0% —
Average Common Shares

(in thousands) 328,589 329,171 (2

Per Common Share
Net Income $ 3.58 $ 3.29 8.8%
Dividends 2.60 2.48 48
Book Value 24.91 23.83 4.5
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'I"o Qur Shareholders
" o
In 1988, we streamlined operations, established new businesses and strengthened our manage-
" ment team. These actions will ensure GTE’s success in the competitive environment that lies
ahead in the 1990s.
The course we have charted for the future will keep us in the businesses where we are strong
and which we know best. But it also calls for GTE to be aggressive in capitalizing on new oppor-
_tunities in our core businesses of telecommunications, lighting and precision materials by
leveraging our wealth of knowledge and our strong financial position.
Our course is powered by three great forces: a sure sense of direction, financial strength and
the commitment and enthusiasm of our employees.
Fueled by deregulation, telecommunications, our principal business, has become increasingly
_ competitive in recent years. By the middle of the 1990s, deregulation will be almost complete.
We have initiated numerous programs to ensure that we will be prepared for that time. Our
strategy is to meet competitors head-on by providing products and services of higher quality and
¢ at lower costs.
" © We have made, and will continue to make, our telephone operations leaner, more flexible,
* 'more aggressive and more responsive to customers’ needs. To achieve this, we have centralized
~ .. our telephone companies under one general office with four operating areas. Also we have
. formed two new telecommunications groups to seize the opportunities offered by deregulation—
one to provide information services and the other to provide mobile communications.
... Lighting and precision materials, our two other core businesses, also have been revitalized, |
. shedding businesses which are not germane to their operations, developing new products and
concentrating on global competition. |
We will aggressively seek growth for all of our businesses, both inside and outside the corpora- ‘
tion. We will develop new businesses and make acquisitions based on realistic market projec- Q\\L
tions. All these businesses must offer opportunities to leverage sales or reduce costs, and show ]
.~ promise of earning more than their cost of capital over their lifetimes.
. ~ We will not venture into businesses that are alien to our experience and culture, but we will
make whatever other moves are necessary to adapt successfully to the future.
All of these actions are necessary to meet our principal financial objective: to maximize
: shareholders’ total return on their investment in GTE.
To bring GTE'’s new sense of direction before the public and our employees, we have developed
a new corporate theme: “The Power Is On” Our employees are already interpreting this new
_+. theme and direction, as you will see later in this report.

“Qur course is powered by three

great forces: a sure sense of

direction, financial strength and

the commitment and enthusiasm
2 : ' of our employees.”’
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1988 Financial Highlights

In 1988, GTE earned a record-high $1.2 billion—representing a 9% increase over 1987’s $1.1 bil-

lion. It surpassed by approximately $40 million our net income in 1986, the previous
Consolidated revenues and sales of our three core businesses were $16.5 billion, an
of 7% over 1987—and also the highest in GTE history.

record year.
increase

Farnings per share rose 9%, increasing to $3.58 in 1988 from $3.29 in the year before.
Importantly, our return on equity rose in 1988 to 14.8% from 14% in 1987. Over the long term,

our superior return on equity will drive similar total returns to our shareholders.

This strong financial performance was augmented by two major actions which yielded
immediate benefits to our shareholders. Agreements were reached with United Telecommunica-
tions to acquire the majority of our interest in US Sprint and with AT&T to form a joint venture

for our network-switching business.

These actions, combined with the steady improvement of our core businesses, greatly
improved our financial position. In light of these positive developments, we were able to raise

the common stock dividend in August by 6.3 % —about double the prior annual incre

asc.

Additionally, we decided to repurchase 25 million shares of common stock, a program that

is well under way.
The price of GTE’s common stock rose by 26% in 1988—one of the highest increas

es for all

of American industry. Total return was 34% for the year, double the increase for the Standard &

Poor’s 500 index of stocks.
Major Actions Taken
Among the major actions taken during the year were:
® The sale of a 30.1% interest in US Sprint to United Telecommunications, our partr
joint venture, with United having the option to acquire the remainder of US Sprint b
end of 1995. GTE also has the option of requiring United to purchase its remaining it
any time between December 31, 1991 and December 31, 1995, at book value at the tim
The reduction of our interest in US Sprint brings immediate and long-range benef
diate benefits are an improvement in earnings by eliminating the losses associated wi
. venture and an increased cash flow. Long-range, we will recoup about $1.2 billion of
" value of US Sprint when United Telecom takes full ownership. Also of importance is {
the move enables us to concentrate more attention and resources on the areas of teleg
cations in which we have been traditionally active.
® Formation of a joint venture, AG Communication Systems, with AT&T to provide ¢
phone customers with state-of-the-art, central-office equipment and enhanced service
' 'Integrated Services Digital Network (ISDN) features. The joint venture with AT&T wil
" development of software necessary to enhance the capabilities of our GID-5 digital sy

‘Under the reorganization plan now
being implemented, Telephone
Operations will undergo the greatest
structural change iniits history.”
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will enable local telephone companies to offer new services and features and help them meet
their goals of improved quality and cost reduction.

® Initiation of a far-reaching reorganization of Telephone Operations, including a reduction in
employees, in order to meet the challenges of intensifying competition, as well as to capitalize on
the new marketing opportunities available in telecommunications.

Under the reorganization plan now being implemented, Telephone Operations will undergo
the greatest structural change in its history. The seven telephone companies have been consoli-
dated into a single national group serving four operating areas. A general headquarters consoli-
dates certain services and functions previously performed by the separate operating companies
and the previous group headquarters.

Streamlining Telephone Operations will result over time in a reduction of 14,000 positions
and should produce operating costs equal to or better than our competitors’. It also will give us
greater flexibility and agility in responding to changing customer requirements and expecta-
tions. In addition, it will enable us to capitalize more fully on our unique position as the only
local-exchange carrier that is national in scope.
® During 1988, we also sold our 20% interest in Fujitsu GTE Business Systems to Fujitsu, our
partner in the joint venture, and our Consumer Communications Products business to Code-A-
Phone, a leading manufacturer of telephone instruments and answering machines. Moreover, we
undertook a major repositioning of Precision Materials by discontinuing or selling a number of
operations that were no longer critical to the group's long-term plans.

‘The combined effect of these actions is to make GTE leaner, more responsive to customer
needs, better able to adapt to an increasingly competitive environment and more enterprising in
identifying and capitalizing on growth opportunities.

Outlook

In 1989, and beyond into the 1990s, our major core business, telecommunications, will experi-
ence great change. Communications users will require more sophisticated products and services.
The installation of fiber-optic cable will accelerate, bringing many new services to residential
and business customers. Cellular-telephone service will grow substantially. Deregulation, which
has forever changed the telecommunications industry, will continue and, with it, competition
will become more intense. Technology will be even more important. Because of technology

and deregulation, new opportunities for the telecommunications industry will multiply as

never before.

GTE is well positioned to succeed in this environment, with our established telephone and
cellular-communications companies, aggressive competitive strategy and commitment to tech-
nology, such as the precedent-setting evaluation of advanced communications services now
under way in Cerritos, California.

“As we look forward to the futureitis

with growing confidence...based on our
overall strength, clear sense of direction and
commitment to excellence and leadership...”
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In our other two core businesses, lighting and precision materials, change has alwaysbeena |
major factor, and in the future this will intensify, and the markets will be less predictable. Global
competition will play an increasingly important role, both at home and abroad. But with our
established market base, our continued search for new technology and products, our emphasis
on quality and our commitment to these businesses, we are confident of our success.

We look forward to strong performances by our major businesses during 1989. The actions
taken during 1988, combined with the expected growth of the domestic economy, encourage us
as we enter the new year. Many of the major programs begun in 1988 will continue into 1989 and
we will be extra diligent to ensure their successful implementation.

Employees’ Contribution '

A great deal of credit for the success we achieved in 1988 must go to our more than 159,000
employees throughout the world. The changes that GTE is going through have had a significant
impact on many of our employees, but their commitment has exceeded our expectations. Their
dedication to providing quality products and services has not diminished during these challeng-
ing times. At GTE, we value the people who make our corporation work, and our policy of
rewarding them includes developing meaningful careers for women and minorities. In addition,
we have aggressively carried out our policy of hiring minorities and women, and of training

and retraining all our employees.

As we look back at what has been accomplished, it is only natural to recognize the contribution
made by Theodore F. Brophy who retired as Chairman, Chief Executive Officer and a Director of
GTE on April 30, 1988, after more than 30 years with the company. We wish him well in his
future endeavors.

As we look forward to the future it is with growing confidence—a confidence based on our
overall strength, clear sense of direction and commitment to excellence and leadership in our
businesses. At GTE, The Power Is On.

James L. Johnson Charles R. Lee was elected President, Chief Operating

Chairman and Chief Executive Officer Officer and a Director of GTE, effective January 1, 1989.
Mr. Lee is responsible for the day-to-day operation of
GTE’s three core businesses—telecommunications, light-

a ﬁ e R ( 2 ¢ ing and precision materials. Previously, he was Senior

) Vice President—Finance and Planning. Mr. Lee, 49,
Charles R. Lee served for nearly 25 years in various financial and man-
President and Chief Operating Officer agement positions in the steel, transportation and enter-

tainment industries and joined GTE in 1983 as Chief
Financial Officer. As a member of GTE’s Policy Commit-
tee, Mr. Lee has been dedicated to improving GTE’s
quality and competitiveness while ensuring maximum
return to our shareholders.

February 24, 1989
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In 1988, GTE positioned itself to compete in the
1990s with a restructuring of its businesses, a consol-
idation of telephone operating companies and the for-
mation of a new spirit that is aggressive, responsive
and energetic. Adding these bold actions to our tradi-
tional financial strength places us in an unparalleled
position to deal with the future.

GTE is a changed corporation. Its telephone opera-
tions are no longer just ‘the telephone company.”’
They are now operating in a competitive, marketing-
oriented world. Qur lighting and precision materials
groups have honed their operations, spun off some
peripheral businesses and are prepared to face the
global competition which is escalating both at home
and abroad.

At GTE, we have turned the power on. In the end, the
success of our efforts depends on the people of GTE.
In the next few pages, you will hear how some of
them feel about the changes that are now sweeping
through the corporation.

{
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* 4] think the biggest change | have
seen at GTE has been the thrust
toward entrepreneurship. Whenl
joined the Health Group, it was in
the business-planning stage, but
almost immediately we started to
focus on getting out there in the
real world and earning some reve-
nue. And we went from nothing to
backlog revenues of about $82
million right now. What has been
really great about it, is that we've
developed a real team spirit by
working lots of long hours for a
common goal. it's been a real push-
and-pull to get there, but it’s been
kind of neat to watch GTE change
from just a telephone company.

) know there are pockets of entre-
preneurial follcs springing up
throughout GTE. When you take a
course at our fanagement Devel-
opment Center, it’s not just the
same old story in terms of our cus-
tomer is only the telephone cus-
tomer. You see a lot of people real
excited about how different things
are these days. There’s new excite-
ment in terms of getting into other
lines of business, and those who
are in the telephone company busi-
ness are being challenged because
nothing is for certain any more. |
think that’s good. I like the new
GTE. There’s no complacency.”

Linda Munsell
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“GTE people are becoming more
aware of competition and the fact
that what they do affects the com-
pany’s future. They talk about what
needs to be done to come up with
new products, or improve quality or
become more efficient. We have a
whole new awareness of these
things, and especially that there
are other companies out there
competing for our customers. This
awareness is really good, because
it gives us a lot of eyes and ears out
there. Our employees in the field
are aware of new communications
needs of our customers and bring
in leads—so they are an extension
of our sales force. We all know the
customers are no longer captive,
they have a choice.

‘“For me, the theme, The Powerls On,
is a focus on employees. Our peo-
ple are the ones who generate the
power and turn it on and make it
happen. There is no doubt about it
—they are the key to our success. |
especially like the power theme,
because it’s right in line with a
Hawaiian legend. It talks about a
bowl of special energy that’s inside
each of us. The energy we all dip
into that makes us excel in any-
thing we do. Whether that energy
is flowing—meaning it's being used
—is totally up to the individual. Let
us all open up that bowl and let the
energy flow to achieve all that is
possible.”’

Alan K. Okinaka

11
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“The changes we have seen at
Waldoboro must be truly dramatic
to those who have worked here a
long while. We used to be simply a
manufacturing operation. We didn’t
have any marketing or business
functions here. Now we’re a stand-
alone business. Sales of our light-
ing ceils to customers have gone
up 40 percent in the past year. The
majority of the growth has come
from international customers,
with product quality playing an
important role in obtaining this
new business.

‘Today there is much more empha-
sis on excellence. We are going
through a cultural change. It’s not
good enough to do it the way we've
always done it. We have to be more
proactive. It’s a whole new hall game.

Pl never forget the first time | read
the company’s Vision and Values
statements. That, to me, was a
turning point. Since then things are
more focused. Everything seems to
point in the direction of set goals
and values. That was really an
important step. 1 think that’s what
turned on the power. It gave people
something to believe in and work
toward. It let them know what was
important.”’

Richard L. Chase

12
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“When people ask me why GTE
Directories is so successful, | say
_ it's because we're never satisfied. -
We never like where we are, and 3
we're willing to change toreachour
goals. We accept change knowing
that we are also accepting the chal-
lenge to be the best we can be. Now 1

the whole of GTE is going through - 9| -

change.

“There’s real power in change—it’s
a feeling you get when you know

you control your destiny, a feeling 7
that fuels you and gives you the K
strength to triumph. Without that "
feeling, you won’t survive. o

é“When you look at a waterfall or a
mountain, you may think, wow, ;
what power! But youneed tosee |
through that external power to the .
power that’s within. Because power
in a corporation doesn’t start exter- ;-
nally. It’s got to come from within
the individual. | think that's some- '}
thing that all of GTE is realizing. ':'f_";
And if employees feel that wayall -
the way up the line, then that
becomes the company culture.

The feeling that we have the power-
to control our future must be

ingrained, so that we can make

the changes we need to make. OoF
We've got to grab hold of that power
and win.” <EY

Cindy Johnson

~
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“My experience with the way GTE
is changing may be atypical, but
then again, maybe it isn’t. Here in
the Northwest company we devel-
oped a network management and
control system to sell to private
communications networks. From
the beginning we were successful
in winning contracts in locations
outside our franchise area, and we
now have projects throughout the
country and as far away as Puerto
Rico. The service that we devel-
oped was really greater in scope
than the Northwest company,
which deserves a lot of credit for
backing it. We went out on a limb,
and the risk-taking paid off.

] think the corporation’s new
theme, The Power Is On, is indica-
tive of what’s happening at GTE.
The changes that we’ve made are
the most dramatic in GTE’s history.
In my mind, there are two factors
that will assure GTE’s success in
the future. One is the strategic plan
for the reorganization of our tele-
phone operations, which is called
Winning Connection. This is a
well-designed strategy that should
guide us to success. The other fac-
tor is our human resources. Even
more than on technology, our suc-
cess depends on our people. They
are our main asset. People are the
foundation for the quality of serv-
ice we deliver to our customer.”’

John F. Andrews
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Review of Operations .

Executing strategies formulated during 1988, GTE reor-
ganized its telecommunications, lighting and precision
materials businesses by restructuring its operations

in January 1989.

The goals of the restructuring of GTE’s operations
are to improve overall efficiency, ensure greater respon-
siveness to customers’ needs and capitalize on new
business opportunities emerging in today’s changing
environment.

Highlights of the major groups and their 1988 pro-
grams are described in this Review of Operations.

In 1988, GTE began consolidating its seven U.S. tele-

phone companies into a single national organization 1 . o
with a centralized headquarters in the Dallas area and RO 1988 Telephone o e,
four regional operating areas based in Florida, Indlana, . Hawai Revenues By Area  DomncanRepubic
Texas and California. . -', : (Dollars n Miftions)

This consolidation is designed to streamline the 1.West ... $3.994
business and standardize operating systems, enabling 2. Nortn $2284
the GTE telephone organization to respond to cus- 3. South $2119

4. Southwest $1,209

tomers’ needs more quickly, bring new products and international and other $2,080
services to the market earlier and achieve further reduc-

Ao o i a me me e e ey e

tions in operating costs. It also calls for staff reductions Many y of these new services will be made possible by

over the next few years.

T “Sngna]mg System 7” technology which will endow the
These steps will play an important part in preparmg s f“network with greater intelligence and versatility than in
GTE Telephone Operations to take advantage of the '-3: the past. For example, the company is developmg a
expanded growth opportunmes that are emerging now " --Series of enhanced service packages known as “CLASS”
and will continue to arise during the 1990s. GTE's goals - . (Custom Local Area Signaling Services). These services

are to maintain a leading position among telecom- - - .. Wwill allow a customer to select which calls he wants to
munications companies in revenue and net income . . "recelve route unwanted calls to a recorded announce-
growth, increase the use of its network and continue - “'ment, automatically trace nuisance calls, 1dent1fy “spe-
to increase its customer access lines during a period ? . .. cial” calls by a distinctive ring, automatlcally redial calls
when sweeping changes are reshaping the US. tele- . when a previously called business number becomes
phone industry. £ _ﬁ ‘ldle  and numerous other special features. These serv-

Attainment of these goals is essential to competlng

“ices are being market tested in selected GTE operatmg
successfully with other companies that are moving ; -

“areas in 1989,

quickly to reap the rewards offered by a changing tele- ff:"“"'f’; Looking further ahead, in 1988 GTE began construct-
communications environment. This environment is - ing a coaxial cable network to serve 16,000 homes and
marked by decreasing government regulation, increas- +2,000 businesses as part of a large-scale futurlsuc testin
ing competition and rapid technological advances. -_Cerritos, California. The company also asked the Fed-

As part of its strategy, GTE is working to increase the . eral Communications Commission for perrmssxon to
use of its telecommunications network. Revenues from 'f.; build a complementary optical fiber network servmg
new network services are expected to increase by 25% a bout 1 OOO homes in the city. -
year for the next five years. Key to this strategy will be )
the introduction of new services and products to satisfy compare the capabilities of coaxxal cable, opucal ﬁber
customers’ rising demands for Information-Age g "
communications.

v01ce, ‘video and data communications. The company
" also will assess consumers’ preferences for a vanety of
oﬁ‘enngs that will include home shoppmg, bankmg,
.education, selection of films, and others provxded by
GTE s interactive video service, “Mam Street,” as well as

.- fom i - N - -
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other types of cable television entertainment and secu.
rity services.

GTE will use data obtained in its Cerritos test to
develop advanced networks to serve the expanding
needs of its customers in the future.

In 1988, GTE endorsed the FCC’s proposal to elimi-
nate the federal regulations prohibiting local telephone
companies from providing video programming in their
operating areas. The change would benefit the public,
GTE believes, because it would allow phone companies
to compete—and cooperate—with cable TV firms in
bringing entertainment and interactive video services
to consumers.

Planning for the more distant future, GTE also is
testing Integrated Services Digital Network facilities in
several of its operating territories. The ISDN environ-
ment of tomorrow is expected to make possible even
more sophisticated voice; video and data communica-
tions services on a worldwide basis.

GTE continued to stress the improvement of quality
in products, services and internal operations during
the year. Monthly customer-opinion surveys revealed
that the number of large businesses rating GTE as
excellent or good rose by 12% in the last two years
while the perceptions of medium-sized businesses rose
by 11% over the same period.

Efforts to improve quality were significantly enhanced
by GTE’s “Partners in Quality” program conducted
among the 50 firms that supply more than 80% of the
company’s annual $1.6 billion in equipment purchases.
Four vendors were honored in 1988 for the excellence
of their products.

GTE’s programs are not only raising quality levels but
bringing down costs as well. To that end, the company
is carrying out long-range plans to reduce costs even
further. One result has been an improvement in the
number of access lines per employee—a widely used
measure of productivity. For GTE, this figure rose to
145.8 lines in 1988, a gain of 8.3% during the year. The
various cost-control programs are expected to produce
even larger gains over the next few years.

At the end of 1988, Telephone Operations—GTE’s
largest business—was serving 12.2 million customer-
access lines in the US. and 2.2 million lines in British
Columbia and parts of Quebec in Canada as well as in
the Dominican Republic. The total of 14.4 million lines
represents an increase of approximately 5% during
the year.

GTE continued in 1988 to press federal and state
regulatory agencies for more flexibility in setting prices
appropriate for the telephone industry’s increasingly
competitive climate. At the federal level, GTE supports

In the most far-reaching comparison of coaxial cable, optl‘gé
fiber and standard telephone wires ever undertaken, GTE
is testing numerous interactive TV services in Cerritos, 3
California. Ken Sullivan is shown monitoring a ‘“‘videoon *
demand’’ system which will provide a choice of 30 channel

Bk}
the FCC’s inquiry into “price cap” regulation, which %
would place ceilings on interstate calling servicesasa_
replacement for the federal agency's historic rate-of-
return regulation.

s

To capitalize on its strengths and continue to succeed;{
in a more competitive marketplace, GTE Government_
Systems reorganized its various operating divisions into"
three sectors in 1988. g
Each sector—Tactical Systems; Electronic Defense; 2
and Command, Control and Communications Systemsi
—consists of several units, which share central technical 3
and management resources that can serve related con;-#‘
munities of customers. The result is more effective use
of resources and greater sensitivity to the market. In "%
addition, the company continues to take advantage of 34
other strengths, which include detailed knowledge of 3
Customers’ specialized requirements, competence in a_:
broad range of technologies and an earned reputation”
for meeting its commitments on time and within budget,
In late 1988, GTE Government Systems was awarded a
$948 million contract to continue work on an advanced ™
mobile communications system that will enable US,
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Throughout GTE Telephone Operations, local services con-
tinue to expand to meet customer demand. At a new corpo-
rate park in the Tampa Bay area, James Larson (left} and
John Bergin, GTE Florida, install a high-quality fiber optic
network for business customers.

Army units to communicate to and from virtually
anywhere in the world.

The award covers GTE’s work on the third phase of
the program and brings the amount awarded so far to
$2.27 billion of the total $4.3 billion that GTE expects
to receive by 1993. The company is providing more
than 1,400 switching centers, 8,000 mobile radios and
25,000 telephones for the system.

The company won a $51.3 million initial-production
contract to supply from two to twelve telephone switch-
ing systems providing “secure” communications for the
US. Department of Defense at military command cen-
ters around the world. If the government exercises addi-
tional options, which have a value of $1.8 billion over 20
years, GTE eventually may supply as many as 300 systems.

The US. Navy awarded GTE a $62 million contract to
supply 139 radio receivers that will be installed on sub-
marines as part of the Navy’s Extremely Low Frequency
communications system. The receivers will allow sub-
marines to maintain communications with commands
ashore while cruising at greater depths and speeds.

GTE received supplemental contracts totaling $38.3
million to provide engineering services and equipment

for the launch control facilities of the US. Air Force's
Peacekeeper intercontinental ballistic missile system.
The company has received awards totaling more than
$500 million since beginning work on the program.

GTE Information Services, with headquarters in
Tampa, Florida, was established in 1988 to make GTE a
strong national participant in several high-growth sec-
tors of the burgeoning information services market.

To meet the stiff competition in these emerging mar-
kets, GTE Information Services is capitalizing on GTE'’s
strengths in marketing telephone directories, directory
advertising and related services, in operating communi-
cations networks, managing computer centers and
database systems, and processing high volumes of busi-
ness transactions.

The largest unit within GTE Information Services is
GTE Directories, which publishes more than 1,000 tele-
phone books and sells Yellow Pages advertising in the
US. and abroad.

In 1988, GTE Directories signed a five-year agree-
ment to sell Yellow Pages advertising for eight tele-
phone directories published by Rochester Telephone
Corporation for customers in New York State and
Pennsylvania.

As part of a new and broader business strategy,

GTE Directories set up a new division, GTE Market
Resources, to offer businesses a variety of advertising,
marketing and sales services through its “telemarket-
ing” center in Irving, Texas.

GTE Information Services also markets computer-
based services to customers in several industries. In
1988, GTE won a five-year contract worth more than
$50 million from Blue Cross and Blue Shield of Florida
to process certain types of Medicare claims. The com-
pany also won a five-year, $15.5 million contract to proc-
ess Medicaid claims for the state of Missouri.

During the year, GTE Information Services acquired
five companies expected to contribute to its efforts to
become a leading national provider of information-
management and telecommunications services to the
health care and education industries, among others.

GTE TeleMessager offers voice-messaging services
on a nationwide basis. In 1988, it introduced its GTEXT"
interactive voice-response system, which enables users
to “converse” with computers from ordinary telephones.

GTE Mobile Communications was formed in 1988 to
serve the fast-growing market created by an increasingly
mobile population. The new organization, based in
Houston, consists of GTE Mobilnet, GTE Cellular Com-
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Dominick Zaccaro (left) and Steve Sullivan, GTE Airfone,
install the company’s Seatphone™ system in the back of an
airliner’s seats. Because the phones are easily accessible,
passenger usage of the in-flight telephone service is
expected to increase.

munications, GTE Airfone and the GTE radio-paging
operations.

By bringing these businesses together, GTE will keep
abreast of the broad range of available products and
services and bring new technologies to customers more
quickly. The company markets an extensive selection of
high-quality communications offerings on a nationwide
basis to customers in cars, airplanes and trains.

GTE Mobilnet, which markets cellular mobile tele-
phone service to consumers for use in motor vehicles
and while walking, increased its customers to 127,000
from 66,000 and raised the number of metropolitan
areas it serves to 34 from 29 in 1988. The company also
boosted its “cell sites” to 227 from 183 to increase its
call-handling capacity and expand its areas of coverage.

GTE Mobilnet introduced “Follow Me Roaming™”
service, which allows customers to use their cellular
phones more easily when traveling to distant cities. This
service is seen as the first step toward reaching the cellu-
lar industry’s goal of a nationwide network.

GTE Cellular Communications, acquired by GTE
Mobilnet in 1986, markets cellular telephones and serv-

ices and develops advanced cellular products. RS
GTE Airfone, which provides air-to- -ground téle-
phone service for passengers on commercial airlines, 5
introduced its Seatfone™ system in 1988 and by year’s =
end had placed it on 70 airplanes operated by three -
airlines. Seatfone handsets are installed at passengers’
seats and thus offer an acce551b111ty that is expected to -
increase their use. GTE’s Airfone® service instruments, :
which are mounted on the walls in central locations on ;‘%
the planes, had been placed on more than 900 aircraft “}
operated by 16 axrhnes by the end of 1988, an mcreas :‘f
equip virtually all of the 2, 900 commercial aircraftin  *
the US. within the next few years. e

Capltahzmg on its capabilities in technological in-
novation and marketing, GTE Spacenet continued to -
expand its role as a leading provider of satelhte-based
communications networks and services to business, the g
news media and government in 1988. '“»“ 3
The company provides a varlety of data, video and ; 5 ~si
voice telecommunications services over its five orbmng %
satellites for customers requiring reliable, readily avail- 3
able connections to many dispersed locations.
In 1988, GTE Spacenet received contracts for net- e
work services from more than 50 companies. Most
notable was a contract from First Union Corporatlon 3
of Charlotte, North Carolina, to provide a data and *«?»}:
video communications network linking the bank’s 728
branches throughout five southeastern states. o
GTE Spacenet also was selected by Dow Jones &
Company to nansmlt the contems of The Wall Street :

New Jersey, over GTE’s SPACENET III satellite to
remote printing plants across the US.

ington, D.C,, headquarters of the International Telecom- :
munications Satellite Organization—INTELSAT. At t.he ’?:
1988 Olympic Summer Games held in Seoul, Korea, -;’4 %
more than 75% of the “uplinking” of television cover- ;%
age transmitted around the world by INTELSAT satel-
lite was done with GTE-supplied earth stations.

ff’
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GTE Electrical Products made significant progress in i
1988 in its primary strategy: establishing “Total Quahty’
as a way of life for all employees of its Lighting and
Precision Materials businesses. The strategy seeks to 3
achieve and maintain a position for GTE as the world
leader in quality, technology and profitability in its
served markets.
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“ At year’s end, quality awareness training had been
given to 17,000 of the 29,000 Electrical Products em-
ployees around the world. In addition, a Total Quality
manual, issued in eight languages, has been distrib-
uted to all employees to help managers instill a team- -
work approach to quality in every job. More than 500
teams have been set up to devise solutions to quality-
related issues.

International Lighting, GTE'’s largest lighting business,
manufactures in 13 countries and sells its products in
more than 40. Operations in Europe, Canada, Latin
America and the Far East contributed significantly to
the division’s 1988 success.

The European organization is a leader in developing
advanced lighting products. One, for example, is the
new Tru-Aim® Professional lamp, which uses energy-
saving tungsten-halogen technology to produce a beam
of bright, uniform light suitable for many uses in stores,
restaurants and offices. The new lamp, developed at the
GTE Sylvania plant in Erlangen, West Germany, and
introduced to the market in 1987, was enhanced in 1988
by fixtures produced for it by other GTE companies
in Europe.

Another innovative product is the small, U-shaped
fluorescent light also developed by GTE Sylvania in
Erlangen for the full-color video sports scoreboard
marketed worldwide by Omega Electronics of Switzer-
land. The new scoreboard was introduced into the US.
with installations in two sports arenas in 1988.

GTE continued to lead its competitors in supplying
halogen headlamps to the US. automotive industry in
1988. GTE and LESCOA, which makes turn signals and
sidemarkers for autos, have been selected by one of the
largest US. automakers as joint suppliers of the entire
frontlighting module for its popular minivan starting
in model-year 1991.

During the year, US. Lighting continued to expand
its line of energy-saving lighting products which offer
significant savings to large commercial and industrial
customers as electric-power costs continue to climb and
constraints on the nation’s electric energy supply
become more severe. GTE’s energy-saving lamps can
be sold at premium prices because they provide greater
value to end users.

Record sales and net income in 1988 were primarily
the result of actions taken by GTE Precision Materials
to improve productivity and increase its share of
foreign markets.
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Phosphor, manufactured at GTE Precision Materials’ plant
in Towanda, Pennsylvania, is prepared for final drying by
Stephen E. Radney before being shipped to a customer. The
group is a leading supplier of phosphors for television
picture tube manufacturers.

Productivity levels were enhanced by selling three
small businesses that did not fit into the company’s
long-range strategic plans, by eliminating excess manu-
facturing capacity, and by increasing the use of com-
puter-aided design and manufacturing techniques.

Sales to international markets grew to some 25% of
the total in 1988, due largely to the company’s broad
product line, its 17 foreign plants and its marketing
programs in more than 50 countries. In addition, the
Valenite division was reorganized into four geographi-
cal units to service customers’ needs better in major
multinational regions around the world.

Among the promising new products is the
Maxibreaker,™ a circuit-breaker for electrical systems
in autos. The device operates reliably under high
temperatures and, consequently, can be installed
inside the engine compartment to save space in the
passenger compartment and reduce the amount of
wiring required.

GTE Precision Materials brought out new products
to meet the needs of the expanding fiber-optics market
in 1988. They included several new splices and splice-
kits for connecting the thin glass fibers as well as a sys-
tem for restoring optical-fiber communications links to
service during emergencies.



The company reported strong sales of its growing
family of network-interface devices especially those
accommodating numerous pairs of telephone lines
entering apartment houses and commercial buildings.

GTE Precision Materials is opening up market
opportunities with its development of new materials.
For example, tougher carbide machine tools produced
from an improved tungsten carbide powder developed

by GTE are replacing tools made from high-speed steels.

Following an agreement reached in 1988, GTE and
AT&T in January 1989 established a joint-venture com-
»any that includes the network-switching business of

GTE Communication Systems. The new company,

AG Communication Systems Corporation, will obtain
licenses from AT&T to use some of its technologies,
including those pertaining to its 5ESS® switching sys-
tem. Initially, GTE holds a 51% interest in the venture,
with AT&T assuming 80% ownership after five years
and 100% after 15 years.

The joint venture will develop new, advanced capabil-
ities for the GTD-5 EAX™ family of digital-switching
systems. A significant aspect of the agreement calls for
the integration of GTE’s technologies with those being
developed by AT&T for its 5ESS® switch to assure the
smooth evolution of the GTD-5 into the Integrated
Services Digital Network of the future. The new com-
pany will market the GTD-5 as well as the 5ESS to
GTD-5 customers.

GTE, which had held a 50% ownership of US Sprint
Communications Company since mid-1986, agreed in
1988 to sell a 30.1% interest to its partner, United Tele-
communications, Inc. Upon completion of the transac-
tion early in 1989, GTE became a limited partner.
United Telecommunications has the option to purchase
GTE's 19.9% at book value at any time before the end
0£1995. GTE also has an option to sell its remaining
interest to United between December 31,1991 and
December 31,1995.

GTE also holds a 20% interest in a joint venture
formed with Siemens AG of West Germany in 1986 to
market transmission products in the US. and abroad,
as well as network-switching systems and business-
communications systems outside the US. :

In 1988, Fujitsu America, Inc. acquired the 20%
interest which GTE Communication Systems had held
in Fujitsu GTE Business Systems, Inc., a joint-venture
company that markets voice and data communications
systems to business customers in North America.
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David DelloRusso (left) and Paul Nordquist, GTE Govern- 2
ment Systems, inspect equipment that is part of an
advanced mobile communications system being produced =
for the U.S. Army. GTE expects to receive a total of $4.3 _ 3
billion for the project by 1993.

GTE spent more than $297 million in 1988 on a broad ‘3
spectrum of company-sponsored research and devel?ép-
ment programs conducted by 2,326 professional scien- 2
tists and engineers throughout the corporation. The %
focal point of GTE's R&D programs is the corporate i
research subsidiary, GTE Laboratories, at Waltham, :: £
Massachusetts. Its programs are complemented by the :
work of some three dozen smaller laboratories at vari
ous GTE business units in the US. and abroad.
GTE's commitment to R&D is based on the convic:

tion that early application of new technologies is ess
tial to the long-term success of its telecommunications;
lighting and precision materials businesses. A
Significant advances were made in numerous R&D. 3
programs at GTE Labs during the year. A few are
described briefly below: e
A GTE Labs-developed laser set a new world “speed.
record by turning on and off 22 billion times a sec:i
ond—fast enough to transmit all the information in

A
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Vincent Lanzisera, GTE Laboratories, demonstrates on

the monitor the transmission of a record 60 broadcast-
quality video channels. The development represents a cost-
efficient approach to bringing optical fiber-based services
to the home.

stack of books 20 stories high every second. Pinhead-
size diode lasers such as this emit streams of light
pulses carrying voice, video and data signals through
the thin strands of glass known as optical fibers.
Engineers at GTE Labs are developing a switching
system to provide advanced video services to con-
sumers over optical fiber networks. The switch will be
tested in 1990 in Cerritos, California.

Researchers at GTE Labs continued to develop
“expert systems” based on sophisticated software
programs that enable computers to perform in “intel-
ligent” ways. One system, “COMPASS,” being used at
some 50 GTE telephone switching centers, contains a
maintenance specialist’s expertise.

Increased assistance to education highlighted the wide-
ranging corporate contributions program in 1988
administered by the GTE Foundation, the company’s
philanthropic arm. -

In a bold and innovative step, GTE and the National
PTA formed a partnership to develop a comprehensive
educational program to fight the rising abuse of drugs

and alcohol among school children, especially those
aged 9 to 14. GTE is providing about $1 million to
fund the creation of a program scheduled for introduc-
tion on a nationwide basis in 1990. The program will
involve schools, parents, communities and volunteers
from GTE units throughout the US.

In 1988, GTE awarded 15 grants totaling $450,000 to
colleges for developing programs to recruit and retain
qualified students from minority groups in mathe-
matics and scientific disciplines at the undergraduate
level. GTE has awarded more than $2.2 million since
the program was established in 1982.

GTE underwrote “DISCOVER: THE WORLD OF
SCIENCE” for the third consecutive year in 1988-89
and will continue its sponsorship for the 1989-90 and
1990-91 seasons. The DISCOVER series consists of five
one-hour programs broadcast monthly from October
to February over Public Broadcasting System television
stations across the country. Some 50,000 teachers use
the program’s free teaching materials in their class-
rooms each year.

GTE awarded a $140,000 grant to the Literacy Volun-
teers of America in 1988 to fund the creation of a video
version of the organization’s “English as a Second
Language” workshop for training the volunteers who
tutor adults in reading and writing English. The gift
was the largest in the LVA’s 25-year history.

GTE continues to provide opportunities for women
and members of minority groups to advance in their
careers. In 1988, women made up 43% of the compa-
ny’s total population and minority-group members
accounted for 18%.

The number of women in management and profes-
sional positions rose during the year to 22% and 30%,
respectively, while minorities held 10% of the manage-
rial and 13% of the professional jobs.

The company expanded its programs to recruit out-
standing minority-group college students for manage-
ment positions in GTE units in the US. and abroad. For
example, GTE's Summer Intern Program, which hires
college students for professional positions each sum-
mer, has significant minority representation. More than
half the minority interns are offered permanent posi-
tions with GTE after graduation.

In its college relations programs, GTE continues to
work with such groups as the National Action Council
for Minorities in Engineering, the American Indian
Science Engineering Society, the Society of Hispanic
Professional Engineers and the National Society of
Black Engineers.



Financial Highlights

Consolidated revenues and sales
reached a record $16.5 billion.

Net income increased to a
record-high $1.2 billion, with
earnings per share of $3.58.

GTE’s dividend was increased
Jfor the 34th time in 35 years.
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Financial Review

GTE's primary financial objective is to maximize sharehold-
ers long-term total return, as measured by share price appre-
ciation and cumulative dividends, including reinvestment.
Using the Standard & Poor’s Composite Index (“S&P 500™)
as a benchmark, GTE has been consistently successful in

the accomplishment of this objective, exceeding the five-year
total return eamned by the S&P 500 for five of the six periods
ending from 1983 to 1988.

GTE's total annualized return over the five years ended
December 31, 1988 was 16.4%, 1.2 percentage points greater
than the return earned by the S&P 500. This favorable com-
parison was in large part a result of GTE’s stock price appre-
ciating 26% in 1988, double that achieved by the S&P 500.
The stock price increase cont ibuted approximately
$3 billion to shareholder value.

The significant share price appreciation is a reflection of
the actions taken during 1988 to position the company for
future earnings growth, as companies in the telecommunica-
tion services industry generally did not achieve comparable
returns. In fact, GTE’s one-year total return of 34% was
16 percentage points greater than the average of the regional
Bell holding companies.

GTE's consolidated return on common equity improved
during 1988, reaching 14.8%, primarily as a result of lower
losses incurred by US Sprint. The sale by GTE of230.1%
interest in US Sprint, effective January 1989, will enhance
GTE’s return on common equity in the future as US Sprint’s
operating results will no longer impact GTE's earnings and
the proceeds are redeployed.

Five Year Return 25%
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The improvement in GTEsconsolidated return on com-
mon equity was achieved despite a decline in the returmn
eamed by Telephone Operations. Generally, as a result of
declining interest rates, telephone companies, including
GTE'’s, have been under regulatory pressure t0 reduce
returns. Telephone Operations, however, continued to earn a |
return among the best in the industry.

GTE is committed to safeguarding the interests of debthold-
ers. This is evidenced by GTE's actions which led to, and
helped maintain, the “A” rating of the Parent Company
senior debt and the numerous upgrades received by subsidi-
aries over the past five years. Currently, the senior debt of six
of GTE's seven domestic telephone subsidiaries is rated in the
“AA” category by one or more of the major rating agencies.

The strong debt ratings provide shareholders the benefits
of financial leverage while ensuring access to long-term cap-
ital at reasonable cost during all phases of the interest rate
cycle. Because of GTE’s reduced business risk, as a result of
the US Sprint transaction with United Telecommunications
and the formation of the joint venture with AT&T, the cur-
rent Parent Company “A” rating can be maintained at the
company’s current capital structure. Accordingly, GTE
embarked upon a program to repurchase 25 million shares of
common stock over the 1988-1990 time period, funded in part
by the proceeds from the two above-mentioned transactions
and the company’s existing share issuance plans.

Capital requirements, including working capital and GTE's
share of US Sprint’s capital needs, totaled $3.9 billion in 1988,
down 6% as compared to 1987, primarily due to lower spend-
ing by US Sprint on its fiber-optic network and the imple-
mentation of a new accounting requirement by GTE'’s

Common Shareholders’
Equity and Consolidated
Return on Equity *
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egulated operations. The new requirement mandates the
xpensing of previously capitalizable construction and soft-
vare expenditures. The majority of the new capital invest-
nent was in regulated telephone operations to meet the
jemnands of growth, modernize facilities and position GTE as
\ low-cost provider of high-quality telecommunications prod-
icts and services.

Total funds from internal sources, including depreciation,
were $4 billion in 1988 which, after dividends of $903 million,
satisfied 79% of GTE's capital requirements. Net external
requirements were $816 million. GTE relied mainly upon
short and long-term debt to satisfy this requirement, as well
as to redeem maturing issues, refinance high-cost debt and
provide funds for the share repurchase program. The short-
term debt level was permitted temporarily to rise to higher
than normal levels in anticipation of receiving the proceeds
from the US Sprint transaction and the formation of the joint
venture with AT&T. The transactions closed on January 3,
1989, and GTE received in total $697 million.

GTE's 1989 capital expenditures, primarily for continued
investment in Telephone Operations’ modernization pro-

and facilities for growth, are expected to be slightly less
than in 1988. GTE’s US Sprint funding requirement will be
substantially diminished as a result of the completion of
US Sprint’s fiber-optic network and the reduction in GTE's
ownership percentage. GTE currently projects that cash flow,
including the proceeds of the US Sprint transaction and
receipt of funds from AT&T pursuant to the formation of
the joint venture, will essentially equal capital requirements.
Nevertheless, 1989 will be an active financing year as funds
will be needed to reduce short-term debt, refinance maturing
and high-cost debt and to fund the ongoing share repurchase
program. As of December 31, 1988, $1.8 billion of unused
bank lines of credit was available.

Consolidated
Capitalization 5198 | 83%
{inBilions of Dolars) s186 L42% T
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As a result of the Tax Reform Act of 1986 which eliminated
the preferential tax treatment of capital gains, GTE decided ; 3
to increase the proportion of shareholders total return that is
received in the form of dividends. Accordingly, GTE adopted "3
a policy, supported by the company’s strong capital structure
and cash flow, of targeting its dividend-payout ratio at the
upper end of the range for companies in similar businesses. *

In August 1988, in light of the positive earnings and cash %
flow outlook, stemming in part from the US Sprint sale, \3
the dividend was increased 6.3% to an annual rate of $2.68 ‘f:‘:ég
per common share. This was the 34th increase over the past £
35 years.

Results of Operations i

income rose 9% to a record-high $1.2 billion and earnings
per share increased to $3.58 from the $3.29 reported in 1987
Consolidated revenues and sales also reached a record R
$16.5 billion, 7% higher than 1987. 2

These record results were achieved while the company was
implementing several strategic programs to strengthen its
competitive operating position and further enhance future
eamnings growth. These actions included reducing its owner:

ship interests in US Sprint and in our network-switching  “#&zs
business, divesting certain other businesses not earning an ”;g‘?i
adequate return as well as commencing the restructuring of ?&‘J
our telephone operations to be more cost effectiveand Bzl

responsive to customer needs. é-’j'& i
In July 1988, GTE agreed to sell a 30.1% interest in US ‘*1’;;’

3

S5 B

Sprint to a subsidiary of United Telecommunications, Inc. _#2.3
(“United”) for approximate book value as of December 31, 7
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1988. Under the agreement, United may purchase GTE's
remaining 19.9% interest before the end of 1995. GTE also
has the option of requiring United to purchase its interest at
any time between December 31, 1991 and December 31,1995
at the then current book value. Since GTE’s participation in
US Sprint was significantly reduced, it changed from the
equity to the cost method of accounting for this investment
commencing with the third quarter of 1988. Under the cost
method, US Sprint’s operating results are no longer reflected
in GTE'’s financial statements.

At the same time, GTE and AT&T agreed to form a joint
venture to bring new Integrated Services Digital Network
and other advanced technology features to GTE’s digital tele-
phone switching systems. The new company, known as AG
Communication Systems Corporation, is 51% owned by
GTE. AT&T will eventually assume 100% ownership of the
new company.

The US Sprint and AT&T transactions were both consum-
mated in January 1989.

During 1988, GTE also commenced a reorganization and
consolidation of its telephone operations. This streamlining,
which will be fully implemented by year-end 1993, is pro-
jected to result in significant cost savings as GTE consolidates
its seven US. telephone operating companies into a single
national group with service operations in four geographic
areas headquartered in Florida, Indiana, California and
Texas. A general headquarters office located in Irving, Texas
consolidates certain services and functions previously per-
formed by the separate operating companies and the pre-
vious group headquarters.

Considering these important strategic actions, GTE
realigned its businesses into three business segments. The
first segment, Telephone Operations, consists of GTE'’s
domestic and foreign telephone operating companies and

Consolidated Revenues and $165
Sales by Business Group
{inBiliicns of Dolllars)

@ Electrrcal Products

23 Telecommunications
Products and Services

Telephone Operations
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their supporting supply and data services operations. The
second segment, Telecommunications Products and Services,
includes GTE Mobile Communications and GTE Informa-
tion Services as well as GTE Spacenet, GTE Communication
Systems and GTE Government Systems. GTE Mobile Com-
munications includes both GTE Mobilnet and GTE Airfone.
CTE Information Services includes GTE Directories, GTE
Telecom, GTE TeleMessager as well as other information
services businesses in the health care, education, retail and
financial services industries. Electrical Products, the third
segment, continues as previously reported and includes
GTE’s Lighting and Precision Materials businesses. The fol-
lowing sections discuss these business group operations in
more detail. All prior year financial data have been reclassi-
fied for comparability to reflect the new reporting format.

GTE's domestic telephone companies provide a wide variety
of communications services, ranging from local telephone
service for the home or office to highly complex voice and
data services for industry and national defense. These compa-
nies serve 12.2 million access lines in 31 states. In addition,
GTE owns or has voting control of two telephone companies
in Canada and one in the Dominican Republic, which serve
an additional 2.2 million access lines.

Revenues from Telephone Operations increased 5% in
1988 to $11.7 billion. Access charges and intrastate toll calling
revenues grew 6% to $5.8 billion and reflect the continued
growth in usage of local exchange networks for long-distance
calling. Local revenues of $3.5 billion, however, decreased
slightly despite a 5% increase in the number of access lines in
service. This decrease reflects the impact of rate orders
received in 1988 primarily from the California Public Utility
Commission as well as the effects of the continued deregula-
tion of equipment sales and services. The California rate
orders reduced local telephone revenues by approximately
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$180 millioa.in 1988 and $331 million on an annualized basis.
Other telephone revenues, which relate primarily to nonregu-

lated services of GTE's telephone operations totaled $2.3

pillion, a 10% improvement over 1987, reflecting both busi-
ness growth and the previously mentioned deregulation of
va ~us services in certain jurisdictions.

Vhile net income for Telephone Operations was 2%
higher than 1987, income before other deductions and
income taxes declined 6% to $2.7 billion. This decrease
reflects the net effect of positive growth in access lines, net-
work usage and productivity gains, which were offset by
increased expenses associated with an accounting change
mandated by the Federal Communications Commission. This
change, which was effective in 1988, required the expensing
of certain indirect construction and software costs that were
c. italized under the previous accounting method. The
decrease also reflects the impact of rate reductions, particu-
larly in California, as well as a provision for the previously
announced reorganization of Telephone Operations. Net
income increased, however, primarily due to benefits of the
lower federal income tax rate.

Productivity remains a major objective for Telephone
Operations. At year-end 1988, approximately 64% of the
access lines serviced by the GTE telephone companies were

onnected to digital switches compared to only 6% in 1983,
Although access lines increased by approximately 5% in
1988, these lines were serviced by 3% fewer employees. As a
result, productivity as measured by access lines per employee
improved 8%. At year-end, this measure showed 146 lines in
service per employee, 33% higher than the same measure
only five years ago. We expect this trend to continue.

GTE's telephone companies continue to seek opportuni-
ties to improve recovery rates for their investments in tele-
nhone plant. Although gross investment increased ata
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healthy 6% annual rate during the 1983-1988 period, almoSt, =

&

one-third of GTE’s investment in telephone plant had been
recovered through depreciation by the end 0f 1988 compared
with only 26% in 1983. TS
In 1987, telephone revenues increased 4% to $11.2 billion;
Telephone income before other deductions and income %,
taxes, however, decreased 2% to $2.9 billion. This decrease
reflected the telephone companies’ efforts to use the benefits”
of lower income tax rates and lower pension costs in 1987 to _
offset increased capital recovery and other cost increases. Asa’}
result, although operating income was lower, telephone oper., ;"f‘

Yusy

ations’ 1987 net income was 4% higher than the previous year. R

.

SR
GTE Telecommunications Products and Services develops - 3

and markets a wide range of telecommunications systems axi& f';
services through its information services, mobile communi- %]
cations, satellite, government systems and communication 5<%
systems operations. GTE Directories, one of the largest units_ £
in the Information Services group, publishes more than l,OOQ_
telephone books and sells Yellow Pages advertising in nine :-f?
languages in the United States and abroad. Another unit,
GTE Mobilnet, markets cellular mobile telephone services. -
This unit became profitable in 1988 as it increased its cus-
tomers to 127,000 from 66,000 and raised the number of
metropolitan areas it serves to 34 from 29. A

Revenues and sales from Telecommunications Products -3
and Services rose 18% in 1988 to $2.6 billion from $2.2 R 5;:

X

billion in 1987. This high rate of growth reflects higher salgg_ __
at all units within the group, particularly directory sewices}‘:3’%;};’3T :
mobile-telephone services and government systems. The 4% o
increase in directory revenues also included the one-time Hds
favorable impact of a change in accounting to record direc-";

tory advertising revenue upon publication rather than ovef :
the life of the directory. Excluding this accounting change, 572"
revenues for the group showed a 10% increase. LR

Telephone Operations $317
Capital Investment $29673
and Recovery T
{InBilons of Dollars)

Gross Investment in Plant
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Income before other deductions and income taxes more
than doubled in 1988, increasing to $106 million from the $52
million earned last year. This sharp improvement reflects the
higher sales as well as improved margins.

In 1987, revenues and sales of Telecommunications Prod-
ucts and Services of $2.2 billion were 13% lower than 1986
primarily due to the transfer of businesses to joint ventures.
On a comparable basis, 1987 sales were 10% higher than 1986.
Income before other deductions and income taxes decreased
to $52 million from the $126 million earned in 1986 reflect-
ing lower sales of the higher-margin, network-switching prod-
ucts as well as development costs incurred in connection with
the expansion of the mobile-communications business.

GTE Electrical Products is a leading worldwide manufacturer
of lighting products for residential, commercial and indus-
trial use. The group also manufactures and markets precision
materials and custom engineered parts, components and
materials for a broad range of industries.

Sales increased 5% to $2.2 billion in 1988, compared with
$2.1 billion in 1987. Income before other deductions and
income taxes increased to $228 million, compared with $222
million in 1987. The profit increase reflects improved results
from shipments of precision materials and international
lighting products, which were offset by lower margins on
certain domestic lighting products.

In 1987 Electrical Products’ sales increased 11% to $2.1
billion reflecting higher shipments of lighting products and
precision materials and the favorable translation effects of
generally stronger foreign currencies. Income before other
deductions also increased but at a much higher 24% rate to
$222 million, reflecting the higher sales and lower pension
costs which were partially offset by lower margins on certain
lighting products.

Mobilnet’s Cellular Business
Adjusted Population*

{in Miilions)

Minority owned
3 Majority-owned
B Subscribers (in Thousands)

*Total population served
times GTE's percentage
Interest in the market

s

1084 1985 1986 1987 1988
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BUSi“ es Sfﬁl‘oup Data GTE Corporation and Substdlan;ic's‘
Annual
C insolidated Growth Rate +
Continuing Operations® 1988 1987 1986 1985 1984 1983 (1983-1988) - ‘r
_ (Millions of Dollars)
Results of Operations 0
Revenues and sales® $16,460 $15421 $15112 $14372 $13,248 $12,237 6.1% .o 5
Income before other deductions
and income taxes 3,052 3,153 3,238 3,201 2,835 2,501 4.1
Income from continuing operations
(applicable to common stock) 1,177 1,082 1,153 (198) 1,046 949
Per share 3.58 3.29 3.53 (.63) 3.55 341
Net income (applicable to common
stock) 1,177 1,082 1,153 (198) 1,092 926
Per share = 3.58 3.29 3.53 (.63) 3.70 3.33
Dividends declared per common share 2.60 248 2.20 2.08 203 1.97
Depreciation N 2,559 2,474 2,305 2,016 1,847 1,717
Research and development ' 297 251 291 296 254 247
Assets and Capital
Plant additions - 3,288 3,349 3,419 3,354 3,076 2,896
Average investment ’ 20,291 19,083 18,194 18,291 17,792 16,862
Long-term debt and o
redeemable preferred stock - .., 10,007 9,901 9,239 8,862 9,082 9,340
Identifiable assets Lo T 31,104 28,745 27,402 25965 25,741 23,856
Shareholders’ equity '( - . 9,493 . 9,084 8,618 7,739 8,298 7,231
Ratios and Other Information - )
Return on equity - 14.8% 14.0% 15.9% 2.6)% 15.8% 16.0%
Return on investment 9.9% 94% 9.8% 24% 9.9% 9.6%
Employees (in thousands) ’ 159 161 161 175 178 179
Foreign Operations (included above)
Revenues and sales (A $ 2414 § 2052 $ 2135 § 2043 $ 1,937 § 1,891
Net income ’ .- 125 98 101 101 51 36
Identifiable assets =~ - 4,067 3,622 3,214 3,346 3,318 3,353
Corporate and Other
Plant additions o $ 63 $ 47 $ 48 $ 61 $ 99 $ 44
Identifiable assets ) 1,549 960 1,027 790 1,606 1,446

+ Compound annual rate method.
@ Prior years' segment data have been reclassified to conform with the 1988 presentation.
®) Revenues and sales reflect eliminations of intergroup sales, except for

to regulated telephone subsidianes (see Note 1).
© Services provided to AT&T constituted approximately 19%, 21%, and 26% of telephone revenues in 1988-1986, respecuvely.

@ Amounts shown for periods prior to 1988 include operauons transferred to joint ventures and no longer consolidated.

() Not available )

sales of construction and maintenance equipment and supplies by affiliated manufacturing comp:




BIISiness Gl'oup Data ’ , GTE Corporation and Subsidiaries
) .

v

“

Annual
Growth Rate +
Continuing Operations® 1988 1987 1986 1985 1984 1983 (1983-1988)
(Millions of Dollars)

Telephone Operations
Operating revenues®— )

Toll/Access $ 581 $5503 $5117 $4756 $ 4341 $ 4,639 4.7%

Local 3,521 3,526 3,615 3,493 3,454 3,281 14

Other 2,334 2,129 2,018 1,808 1,437 533 344
Total revenues 11,686 11,158 10,750 10,057 9,232 8,453 6.7

Operations and maintenance 6,621 5,998 5,690 5,325 4938 4,597 7.6

Depreciation 2,347 2,281 2,128 1,857 1,724 1,610 7.8
Income before other deductions .

and income taxes 2,718 2,879 2,932 2,875 2,570 2,246 3.9
Plant additions 2,827 3,003 2,960 2,838 2,490 2,408 3.3
Identifiable assets 24,252 22,946 21,958 20,914 20,002 19,159 48
Average investment 17,598 16,946 16,299 15,713 15,198 14,834 35
Return on common equity 15.1% 162% 17.0% 16.9% 16.3% 155% -
Gross toll messages

(in millions) 3,430 3,092 2,837 2,650 2,418 2,278 85
Access minutes of use

(in millions) 28,565 25,362 22,376 19,875 (e) (e —
Access lines (in thousands) 14,373 13,635 13,087 12,681 12,304 11,950 38
Operating company

employees (in thousands) 98.6 101.3 102.5 103.0 105.7 109.3 (2.0
Access lines per employee 145.8 134.6 127.6 1232 - 1164 109.3 5.9
Telecommunications Products

and Services®
Revenues and sales $ 2597 $2210 $ 2537 $2522 $ 224 $ 2341 21%
Income before other deductions

and income taxes 106 52 126 131 53 149 (6.6)
Depreciation ) 132 119 114 103 74 64 15.6
Plant additions 297 194 267 349 337 397 (5.6)
Identifiable assets \ 3,228 2,749 2,783 2,885 2911 2,091 9.1
Average investment 1,123 861 849 1,081 1,267 1,214 (1.5)
Electrical Products
Sales $2237 $2129 $1922 $ 189 $ 1,853 $ 1,480 86%
Income before other deductions

and income taxes 228 222 180 195 212 106 16.6
Depreciation 80 74 63 56 49 43 13.2
Plant additions 101 105 144 106 150 47 16.5
Identifiable assets 2,075 2,090 1,634 1,376 1,222 1,160 12.3
Average investment 1,214 1,123 933 927 861 806 8.5
‘

See Notes to Business Group Data on page 31.




Consolidated Statements of Income

GTE Corporation and Subsidiaries

Years Ended December 31
1988 1987 1986
{Thousands of Dollars)
Revenues and Sales:
Telephone operations $ 11,685,979 $ 11,158,257 $ 10,749,949
Other operations 4,773,873 4,262,773 4,361,579
Total revenues and sales 16,459,852 15,421,030 15,111,528 -
Costs and Expenses:
Telephone operations 8,967,887 8,279,370 7,818,069
Other operations* 4,440,412 3,988,995 4,055411
Total costs and expenses 13,408,299 12,268,365 11,873,480
Other Deductions:
Interest expense—net (Note 10) 913,558 838,133 778,390
Equity in pre-tax loss of US Sprint and predecessor companies (Note 1) 125,131 577,451 285,718 |
Business repositioning income (Note 2) —_ (130,669) (92,813)
Other—net (Note 11) 171,902 115,800 176,142
Total other deductions 1,210,591 1,400,715 1,147,437
Income before income taxes 1,840,962 1,751,950 2,090,611
Income tax provision (Note 12) 616,281 633,133 906,299
Net income 1,224,681 1,118,817 1,184,312
Preferred stock dividends of parent 47,762 37,245 31,734
Net income applicable to common stock $ 1,176,919 $ 1,081,572 $ 1,152,578
Earnings Per Common Share:
Primary $ 3.58 $ 3.29 $ 3.53
Fully diluted $ 3.53 $ 3.22 $ 3.44
_ R
Average common shares (in thousands) 328,589 329,171 326,309

*Includes cost of sales of $3,685,124, $3,198,522 and $3,249,015 for the years 1988-1986, respectively.
See Notes to Financial Statements.
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-Consolidated Balance Sheets GTE Corporation and Subsidiares
December 31
_
1988 1987
(Thousands of Dollars)
Assets
Current Assets:
Cash and temporary cash investments $ 306,979 $ 170,841
Receivables, less allowances of $98,297 and $98,120 2,893,661 2,419,766
Inventories 1,263,934 1,283,801
Deferred income tax benefits 266,232 245,977
Other (Note 2) 881,101 214,692
Total current assets 5,611,907 4,335,077
Property, Plant and Equipment, at cost:
Telephone subsidiaries 31,739,842 29,593,621
Accumulated depreciation (10,400,217) (9,059,202)
21,339,625 20,534,419
Other subsidiaries 2,941,798 2,657,772
Accumulated depreciation (1,294,537) (1,190,200)
1,647,261 1,467,572
Total property, plant and equipment, net 22,986,886 22,001,991
Investments and Other Assets:
Investments in unconsolidated companies 811,613 1,531,521
Deferred charges 774,462 549,383
Bonds, at amortized cost (Note 1) 388,094 —_
Noncurrent receivables (Note 1) 245,069 56,894
Intangibles and other 285,895 270,336
Total investments and other assets 2,505,133 2,408,134
Total assets $ 31,103,926 $ 28,745,202

See Notes to Financial Statements.
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i GTE Corporation and Subsidiaries
December 31
_ __
1988 1987
(Thousands of Dollars)
Liabilities and Shareholders’ Equity
Current Liabilities:
Short-term obligations, including current maturities (Note 7) $ 1,757,738 $ 837,067
Accounts and payrolls payable 1,514,144 1,430,558
Accrued taxes 622,751 483,097
Dividends payable 244,084 247,831
Advance billings 227,546 221,098
Accrued business repositioning costs (Note 2) 168,964 312,654
Other 1,334,848 1,078,693
Total current liabilities 5,870,075 4,610,998
LongTerm Debt 9,704,710 9,587,338
Reserves and Deferred Credits:
Deferred income taxes 3,668,964 3,427,125
Deferred investment tax credits 735,058 890,689
Other 1,329,993 831,314
Total reserves and deferred credits 5,734,015 5,149,128
Preferred Stock, subject to mandatory redemption 301,958 313,866
Shareholders’ Equity (Note 4):
GTE Corporation—
Preferred stock 504,833 544,030
Common stock—shares issued 349,289,499 and 340,549,668 34,929 34,055
Amounts paid in, in excess of par value 5,067,310 4,769,391
Reinvested earnings 3,978,219 3,637,926
Foreign currency translation adjustment (16,665) (83,685)
Common stock held in treasury—23,000,000 and 15,000,000, at cost (937,279) (598,428)
Total GTE Corporation 8,631,347 8,303,289
Minority interests in equity of subsidiaries 861,821 780,583
Total shareholders’ equity 9,493,168 9,083,872
Total liabilities and shareholders’ equity $ 31,103,926 $ 28,745,202

See accompanying summary on page 38 for details of preferred stock and long-term debt.

See Notes to Financial Statements.
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‘Consolidated Statements of Cash Flows ’ GTE Corporation and Subsidiaries
Years Ended December 31
1988 1987 1986
(Thousands of Dollars)
Cash Flows from Operations:
Net income $ 1,224,681 $ 1,118,817 $ 1,184,312
Adjustments to reconcile net income to net cash from operations:
Depreciation 2,559,090 2,473,652 2,305,128
Deferred taxes and investment tax credits 107,627 285,925 609,524
Equity in pre-tax loss of US Sprint and predecessor companies 125,131 577,451 285,718
Change in current assets and current liabilities, excluding the
effects of acquisitions and dispositions (368,531) (443,012) (740,722)
Other—net (90,388) (122,846) 59,139
Net cash from operations 3,557,610 3,889,987 3,703,099
Cash Flows from Investing:
Capital expenditures (3,087,010) (3,133,896) (3,125,518)
Investment in US Sprint and predecessor companies (235,000) (699,427) (698,169)
Proceeds from sales of businesses 53,297 13,900 426,854
Other—net (32,526) 33,001 (129,452)
Net cash used in investing (3,301,239) (3,786,422) (3,526,285)
Cash Flows from Financing:
GTE common stock issued 291,383 316,041 240,403
Stock of subsidiaries issued 9,919 17,771 41,333
Long-term debt and preferred stock issued 664,313 1,898,804 2,318,204
Long-term debt and preferred stock retirements (490,556) (1,104,679) (1,813,802)
Dividends to shareholders of parent (903,250) (853,629) (752,546)
Preferred dividends of subsidiaries (33,759) (36,260) (45,039)
Purchase of treasury shares (338,851) (639,092) (59,336)
Increase (decrease) in short-term obligations,
excluding current maturities 681,254 162,007 (265,562)
Net cash used in financing (119,547) (139,037) (336,345)
Effect of exchange rate changes on cash and
temporary cash investments (686) (19,775) (516)
Increase (decrease) in cash and temporary cash investments 136,138 (55,247) (160,047)
Cash and temporary cash investments:
Beginning of year 170,841 226,088 386,135
End of year $ 306,979 $ 170841 $ 226,088
See Note 13 for suppl. I cash flow dascl '
See Notes to Financial Statements.
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Consolidated Statements of Amounts Paid In, in Excess of Par Value,
Foreign Currency Translation Adjustment and Reinvested Earnings

GTE Corporation and Subsidharies

Years Ended December 31
1988 1987 1986
(Thousands of Dollars)
Amounts Paid In, in Excess of Par Value:
Balance beginning of year $4,769,391 $4,457,642 $3.392,568
Three-for-two stock split and reduction in par value of
common shares —_ — 703,441
Issuance of common stock 290,536 309,735 224098
Conversion of long-term debt and preferred stock 7,383 2,014 137,535
Balance end of year $5,067,310 $4,769,391 $4,457,642
Foreign Currency Translation Adjustment:
Balance beginning of year $ (83,685) $ (141,069) $ (209,478)
Sale of investment — — 22,559
Current period adjustment 67,020 57,384 45,850
Balance end of year $ (16,665) $ (83,685) $ (141,069)
_
Balance beginning of year $3,637,926 $3,372,738 $2,940,972
Adjustment for consolidation
of foreign subsidiary 18,862 — —
Net income applicable to common stock 1,176,919 1,081,572 1,152,578
Cash dividends declared on common stock (855,488) (816,384) (720,812)
Balance end of year $3,978,219 $3,637,926 $3,372,738
See Notes to Fimancial Statements.
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Consolidated Summary of Preferred Stock and Long-Term Debt

GTE Corporauon and Subsidianies

December 31
1988 1987
(Thousands of Doliars)
Preferred Stock (Note 4):
GTE Corporation:
No Par, authorized 14,623,225 shares at December 31, 1988:
Auction rate, Series A to E, 3,450,000 shares outstanding, average rates 7.48%
and 6.95% $ 345,000 $ 345,000
$2.475 series, 4,000,000 shares outstanding 100,000 100,000
$2.00 Convertible, 1,538,494 and 1,856,026 shares outstanding 32,462 39,162
Convertible adjustable, all series, 279,625 and 915,350 shares outstanding,
6% yields 13,981 45,767
Par value $50 per share, authorized 7,044,858 shares at December 31, 1988:
Convertible—239,538 and 253,753 shares outstanding, average rates
5.06% and 5.05% 11,977 12,688
Nonconvertible—28,255 shares outstanding, 4.40% rate 1,413 1,413
$ 504,833 $ 544,030
P
Preferred Stock, subject to mandatory redemption (Note 5):
GTE Corporation:
Par value $50 per share, authorized 2,413,000 shares at December 31, 1988:
Nonconvertible—2,413,000 and 2,524,000 shares outstanding,
average rate 7.81% $ 120,650 $ 126,200
Telephone Subsidiaries, average rates 7.99% and 8.02% 181,308 187,666
$ 301,958 $ 313,866
Long-Term Debt (exclusive of current maturities) (Note 6):
GTE Corporation:
Sinking fund debentures, maturing through 2017, average rates
9.54% and 9.53% $ 583,373 $ 603,881
Debentures, maturing 1992 through 2017, average rates 10.93% and 11.33% 975,000 1,075,000
Other debt, average rates 9.97% and 9.50% 119,394 9,529
1,677,767 1,688,410
Telephone Subsidiaries:
First mortgage bonds, sinking fund debentures and notes, maturing through
2028, average rates 8.83% and 8.53% 6,586,575 6,434,544
Other Subsidiaries:
Sinking fund debentures and notes, maturing through 2009,
average rates 8.81% and 8.11% 1,596,037 1,629,451
Total principal amount 9,860,379 9,752,405
Less: discount and premium—net (155,669) (165,067)
Total long-term debt $9,704,710 $9,587,338
L R _

Preferred stock of telephone subsidiaries not subject to mandatory redemption 1s included in “Minority interests i equity of subsidiaries” and amounted to $332,300 and

$332,303 at December 31, 1988 and 1987, respectively.
See Notes to Financial Statements.




Notes to Financial Statements

Principles of Consolidation

The consolidated financial statements include the accounts
of all majority-owned subsidiaries. Investments in the com-
pany’s 20% to 50% owned companies are accounted for on
the equity basis, except that the company accounts for its
20% interest in the Siemens AG joint venture on the cost
basis. GTE had previously accounted for its 50% interest in
US Sprint on the equity basis. However, in July 1988, GTE
reached a definitive agreement to reduce its interest in

US Sprint to less than 20% and, accordingly, GTE changed to
the cost basis for this investment.

During the fourth quarter of 1988, the company adopted
Financial Accounting Standard No. 94, which requires the
consolidation of all majority-owned subsidiaries, including
nonhomogeneous operations not previously consolidated.
As a result, the company’s 1988 consolidated financial state-
ments include its wholly owned leasing and insurance sub-
sidiaries which were previously accounted for on the equity
basis. Additionally, due to improved local conditions, the
company commenced consolidation of a foreign subsidiary,
previously accounted for on the cost basis. Prior earnings of
the subsidiary in excess of previously recorded dividends
were credited to shareholders’ equity. Although these changes
affected certain balance sheet comparisons, they did not have
a material effect on GTE'’s results of operations or financial
position.

All significant intercompany items have been eliminated,
except for sales of construction and maintenance equipment
and supplies by affiliated companies to regulated telephone
subsidiaries. These sales amounted to $828 million, $741
million and $872 million in the years 1988-1986, respectively,
and were made at prices which compare favorably with those
at which comparable equipment could be obtained else-
where. These amounts were recorded at cost by the telephone
subsidiaries, including a reasonable return on investment
realized by the affiliated companies,

Reclassifications of prior year data have been made in the
financial statements where appropriate to conform to the
1988 presentation.

Depreciation

The telephone subsidiaries provide for depreciation gener-
ally using the straightline method. Depreciation provisions
in 1988-1986 were equivalent to a composite average percent-
age of 8.0%, 8.5% and 8.4%, respectively. Other subsidiaries
record depreciation using straightline and accelerated
methods.

Inventories
Inventories are stated at the lower of cost or market value.
Cost of inventories is determined principally by the average

GTE Corporation and Subsidiartes

or first-in, first-out method of inventory valuation. Inventories
at December 31 were as follows (in thousands of dollars):

1988 1987
Finished goods $ 483,586 § 534,508
Work in process 297,423 302,562

Raw materials = 221,128 219,886
Materials and supplies of telephone

subsidiaries 261,797 226,845
Total $1,263,934  $1,283,801
e

Foreign Currency Translation

Assets and liabilities of subsidiaries operating in foreign
countries are translated into US. dollars using the exchange
rates in effect at the balance sheet date. Results of operations
are translated using the average exchange rates prevailing
throughout the period. The effects of exchange rate fluctua-
tions on translating foreign currency assets and liabilities into
US. dollars are included as part of the Foreign Currency
Translation Adjustment component of shareholders’ equity,
while gains and losses resulting from foreign currency trans-
actions are generally included in income.

Income Taxes

GTE generally provides for deferred income taxes resulting
from timing differences between the amounts reported for
financial accounting and income tax purposes, which differ-
ences relate primarily to depreciation expense.

Included in telephone plant are allowances for funds used
during construction and certain pension costs, sales and
use taxes and payroll taxes applicable to plant construction,
including certain costs which were deducted for tax purposes
prior to the implemention of the Tax Reform Act 0f 1986. In
certain regulatory jurisdictions the income tax effects of such
timing differences were not deferred in accordance with rate-
making practices. These timing differences amounted to $919
million at December 31, 1988.

Foreign subsidiaries compute income taxes at rates in
effect in the various countries. Earnings of these subsidiaries
may also be subject to additional income and withholding
taxes when they are distributed as dividends. These addi-
tional taxes, net of applicable tax credits, are also accrued
currently, except for taxes related to earnings which are not
expected to be remitted because they will be permanently
reinvested locally by the foreign subsidiary. Undistributed
earnings of foreign subsidiaries deemed to be permanenty
reinvested were approximately $209 million at December 31,
1988.

In December 1987, the Financial Accounting Standards
Board issued Statement No. 96 entitled “Accounting for
Income Taxes” which significantly changes the method by
which companies will account for income taxes. Among
other things, the new statement will require establishment of
deferred tax accounts for all temporary differences between
the book and tax bases of assets and liabilities, including
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those which have not been previously recognized in accord-
ance with ratemaking practices. In addition, contrary to
existing practice, deferred tax accounts must be adjusted
whenever new tax rates are enacted into law. Implementation
of the new accounting standard, which must be adopted by
the first quarter of 1990, requires approval by various regula-
tory commissions to determine the ratemaking treatments.
However, when adopted, GTE does not expect that the new
accounting will materially affect its results of operations.

In 1985, GTE initiated a plan to reposition its telecommuni-
cations operations, which included the divestment of certain
manufacturing and service operations. As a result, during
1986 and 1987, it disposed of various interests in its switching,
transmission and business communications businesses
through sale or by forming joint ventures in which GTE held
a minority interest. These actions resulted in pre-tax reposi-
tioning gains of $131 million in 1987 and $93 million in 1986,
which on an after-tax basis amounted to $73 million or $.22
per share in 1987 and $32 million or $.10 per share in 1986.

On January 3, 1989, GTE completed the sale of a 30.1%
interest in US Sprint, a joint venture formed in 1986 with
United Telecommunications, Inc. (“United”) to market long-
distance telephone and data transmission services.

Upon dlosing GTE received an interim payment of $585
million representing the approximate book value of the inter-
est sold, which has been reclassified to other current assets at
December 31, 1988. GTE now retains a 19.9% interest in the
venture which is subject to call by United before the end of
1995. GTE also has an option to sell its remaining interest to
United between December 31, 1991 and December 31, 1995,

On January 3, 1989, GTE also formed a joint venture with
American Telephone and Telegraph Company (AT&T) involyv-
ing GTE's domestic network switching business. AT&T paid
GTE approximate book value for its 49% interest in the new
venture, with GTE retaining a 51% interest. The agreement
also provides that AT&T will assume 80% ownership after
five years and 100% after fifteen years through the purchases
of GTE's interest at approximate book value at the dates of
purchase.

Effective January 1, 1988, GTE's regulated telephone com-
panies adopted a new Uniform System of Accounts (Part 32)
as required by the Federal Communications Commission.
The new system represents a comprehensive revision of the
former system of accounts and conforms the accounting
more closely to the accounting principles followed by non-
regulated enterprises. The new system requires, among other

things, that indirect construction costs and software COsts,
which were capitalizable under the former system, be
expensed beginning in 1988. Regulatory commissions gener-
ally allowed the recovery of these additional costs through
rate increases or by allowing the telephone companies to
retain the benefit of the lower federal income tax rate which
was also inr effect in 1988. As a result, while income before
other deductions and income taxes for the telephone opera-
tions was lower in 1988 than in 1987, the change had no mate-
rial effect on net income.

Common Stock
The authorized common stock of GTE at December 31, 1988
consisted of 750,000,000 shares with a par value of $.10 per
share. Shares of common stock issued were as follows:

1988 1987 1986
110,488,040

Three-for-two stock split* -
Employee Stock Purchase

Plan 4,090,221 4,033,510 2,710,319
Shareholder Systematic

Investment Plan 2,175,306 2,193,223 1,419,060
Employee Savings and

Investment Plan 2,138,526 2,315,645 1,262,120
Conversions of debentures

and preferred stock 267,628 54,221 3,307,337
Employee Stock

Ownership Plan - 474,806 400,496
Other 68,150 14,143 36,930

Total 8,739,831 9,085,548 119,624,302

*The par value of the common stock was reduced from $3.33' to $.10
per share at the time of the stock split.

As of December 31, 1988, 30,966,962 shares were reserved
for issuance under the various plans indicated above.

Preferred Stock

All preferred stock, except the $2.475 and the auction rate
series, have voting rights generally on an equal basis with com-
mon stock. The shares of the $2.475 Series are entitled to half
of a vote for each share. The auction rate preferred stock does
not have voting rights, except under certain circumstances.
Dividends are cumulative on all preferred stocks.

As of December 31, 1988, each share of $50 convertible
preferred stock is convertible into 1.32 common shares,
except for the 5.00%, 4.00%, 4.36% and 5.28% series which
are convertible into 1.34, 1.80, 3.47 and 4.53 common shares,
respectively. Each share of 6.00% convertible adjustable
preferred stock is convertible into shares of common stock
having an aggregate market value of $50, subject to certain
maximum limitations. Moreover, at December 31, 1988, each
share of $2.00 convertible preferred stock is convertible into
.78 common shares. During the years 1988-1986 preferred



Y

. shares totaling 331,747, 43,824 and 69,305 were converted

. into 267,628, 54,073 and 60,529 common shares, respectively.
All series of the auction rate preferred stock are redeem-
able at the option of GTE in units of 1,000 shares at $100,000
per unit plus accrued dividends. The dividend rate for each

. series of auction preferred stock is set pursuant to an auction

procedure conducted prior to the commencement of the
dividend period, generally 49 days. The dividend rates may
range from 110% to 150% of the 60-day “AA” Composite
Commercial Paper Rate.

Reinvested Earnings
Reinvested earnings at December 31, 1988 included

$3.2 billion of undistributed earnings of subsidiaries. Although

these earnings were substantially unrestricted for payment
of cash dividends, a significant portion has been permanently
reinvested and is not currently remittable,

Certain outstanding preferred \stocks of GTE and its subsid-
iaries are redeemable at any time, in whole or in part, upon
notice at a premium and certain issues may be redeemed
without premiums through annual sinking funds.

Shares of GTE'’s preferred stock redeemed totaled 111,000,
111,000 and 956,000 in the years 1988-1986, respectively.
Shares of GTE'’s telephone subsidiaries preferred stock
redeemed totaled 253,871, 639,296 and 2,714,276 shares in
the years 1988-1986, respectively.

The aggregate redemption requirements of preferred stock
subject to mandatory redemption during the next five years
are as follows (in thousands of dollars):

Telephone

Total GTE Subsidiaries

1989 $16,912 $5,550 $11,362
1990 17,590 5,550 12,040
1991 17,600 5,550 12,050
1992 13,658 5,550 8,108
1993 13,658 5,550 8,108

The aggregate voluntary redemption prices at December
31, 1988, amounted to $126 million for GTE and $188 million
for its telephone subsidiaries.

' Long-term debt as of December 31, 1988 includes $317 mil-

lion of debt due within one year which will be refinanced

{." by the use of existing revolving credit arrangements or other
. financing arrangements that will extend their maturities
" beyond one year.

Estimated payments of long-term debt during the next five
years are as follows (in thousands of dollars):

Telephone Other
Total GTE Subsidiaries Subsidiaries

1989 $459,462 $ 11,450 $140,923 $307,089
1990 289,870 11,950 124,544 153,376
1991 469,287 28,450 238,918 201,919
1992 507,419 81,250 177,778 248,391
1993 369,647 106,250 115,840 147,557

'Telephone companies finance part of their construction pro-
grams through the use of interim short-term loans, including
commercial paper,which are generally refinanced at later
dates by issues of long-term debt or equity. Other short-term
obligations are required to meet working capital require-
ments. Total short-term obligations, including loans for con-
struction expected to be refinanced of $395 million and $477
million at December 31, 1988 and 1987, respectively, were as
follows (in thousands of dollars):

1988 1987

Commercial paper—average rates 9.4%

and 7.6% $ 850,306 $447,439
Notes payable to banks—average rates

9.1% and 8.8% 447,970 168,081
Current maturities of long-term debt 459,462 221,547

Total $1,757,738 $837,067
L e e L e

GTE and its subsidiaries had unused lines of credit aggregat-
ing $1.8 billion at December 31, 1988, which were available to
support outstanding commercial paper and other short-term
financing needs.

Most subsidiaries have trusteed, non-contributory, defined
benefit pension plans covering substantially all employees.
The benefits to be paid under these plans are generally based
on years of credited service and average final earnings. The
company’s funding policy, subject to the minimum funding
requirements of US. employee benefit and tax laws, is to
contribute such amounts as are determined on an actuarial
basis to provide the plan with assets sufficient to meet the
benefit obligations of the plan. The assets of the plan consist
primarily of corporate equities, government securities and
fixed income investments.

Effective January 1, 1987, the company adopted Statements
of Financial Accounting Standards Nos. 87 and 88 governing
the accounting for pension costs. Implementation of the new
standards resulted in a net pension credit of $26 million in
1988 and $16 million in 1987 compared with a pension
expense of $305 million in 1986 under the previous account-
ing method. A substantial portion of the lower pension costs
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due to the adoption of the new standards relates to GTE’s
regulated operations or to government contracts and were
largely offset in the ratemaking process or by contract. With
respect to GTE's other nonregulated operations, the change
resulted in an increase in net income in 1987 of approxi-
mately $54 million or $.16 per share.

The 1988 and 1987 net pension credit included the follow-
ing components (in thousands of dollars):

The company and its subsidiaries have non-cancelable lease
contracts covering certain buildings, office space, satellite
transponders and equipment. Rental expense was $470 mil-
lion, $476 million, and $471 million for 1988-1986, respec-
tively. Minimum rental commitments under non-cancelable
leases through 1993 do not exceed $285 million annually and
aggregate $317 million thereafter.

1988 1987
Service cost—benefits earned during
the period $ 255,903 $ 259,810
Interest cost on projected benefit The components of interest expense—net are as follows (in
obligations 403,071 376,326 thousands of dollars):
Actual return on plan assets (1,300,967) (729,444)
Other, net 615,797 77,086 1988 1987 1986
Net pension credit $ (26,196) $ (16,222) Interest expense $l,025,931 $953,492 $932,361
Allowance for funds used
and interest capitalized
The funded status of the plans at December 31,1988 and during construction (55,546) (68,657) (91,495)
1987 was as follows (in thousands of dollars): Interest income (56,827) (46,702) (62,476)
1988 1987 Total $ 913,558 $838,133 $778,390
Plan assets at fair value $ 9,074,000 $ 8,254,000
Projected benefit obligation 5,781,000 5,609,000
Excess of assets over projected obligation 3,293,000 2,645,000
Unrecognized net transition asset (2,126,000)  (2,374,000) The components of other—net are as follows (in thousands of
Unrecognized net gain (928,000) (127,000) dollars):
Prepaid pension cost $ 239,000 $ 144,000 1988 1987 1986
. L. General corporate
The projected benefit obligations at December 31,1988 expenses $146,148 $135,773 $159,673
and 1987 were determined using a projected increase in com- Preferred dividends of
pensation levels of 6% and an assumed discount rate of 7.5% subsidiaries 33,759 36,260 45,039
for 1988 and 1987. The assumed long:-term rate of return on I}imoyty ‘“'m“ls 69,014 56,622 46,561
plan assets was 7.5% and 7.0% for 1988 and 1987, respec- :“‘t;:‘lg‘u;‘}‘l;fn{ of debt _ : 90 449
tively. The portion of the projected benefit obligations repre- Sales of real estate and '
senting the accumulated benefit obligations was $3.9 billion other assets (21,686) (26,009) (55,822)
and $3.7 billion and the vested benefit obligations were $3.4 Other (55,333) (86,846) (48,751)
billion and $3.3 billion as of December 31,1988 and 1987, Total $171,902 $115,800 $176,142

respectively.

GTE and its subsidiaries generally provide health care and
life insurance benefits to retirees. Benefits for eligible retirees
are expensed as incurred and amounted to $57 million in
1988. Currently, the Financial Accounting Standards Board is
considering whether current accounting standards should be
changed to require the estimated costs of these benefits to be
accrued over the service life of employees expected to receive
them. If this change were required, GTE's annual expense for
these benefits would increase significantly in future periods.
However, a substantial portion of such an increase would be
related to GTE's regulated telephone operations, which are
subject to rate of return regulation. Accordingly, GTE expects
that additional expenses recognized would be largely offset in
the ratemaking process.

Income before income taxes is as follows (in thousands of
dollars):

1988 1987 1986

Domestic $1,521,343  $1,483,881  $1,823,153
Foreign 319,619 268,069 267,458
Total $1,840,962  $1,751,950  $2,090,611




The provision for income taxes is as follows (in thousands of
dollars):

1988 1987 1986
Current
Federal $237,019 $140,255 $ 30,129
Foreign 191,661 163,022 154,117
State and local 79,974 43,931 112,529
508,654 347,208 296,775
Deferred
Federal 252,583 385,682 622,859
Foreign 3,051 6,762 12,472
State and local 7,768 14,512 3,003
263,402 406,956 638,334
Deferred investment tax
credits—net (155,775) (121,031) (28,810)
Total $616,281 $633,133 $906,299

Deferred investment tax credits-net includes amortization
of investment tax credits previously deferred by GTE's
regulated telephone operations. Investment tax credits were
eliminated by the Tax Reform Act of 1986, except for certain
limited credits under transition provisions of the Act. Amorti-
zation of previously deferred credits included in deferred
investment tax credits-net amounted to $155 million in 1988
and 1987 and $147 million in 1986. Deferred investment tax
credits subject to future amortization amounted to approxi-
mately $735 million at December 31, 1988.

Included in deferred income taxes are provisions applica-
ble to accelerated depreciation of $122 million, $133 million
and $20 million in 1988-1986, respectively. Also included
are deferred tax provisions applicable to business reposi-
tioning of $46 million, $81 million and $536 million in 1988-
1986, respectively.

A reconciliation between taxes computed by applying the
statutory federal income tax rates to pre-tax income and
income taxes provided in GTE’s consolidated statements of
income is as follows (in thousands of dollars):

1988 1987 1986

Computed amounts at

statutory rates $625,927 $699,904 $961,681
State and local income

taxes, net of federal tax

benefits 57,910 35,095 62,387
Minority interests and

preferred stock divi-

dends of subsidiaries 34,943 37,106 42,136
Investment tax credits (164,304) (181,097) (176,195)
Depreciation of telephone

plant construction costs

previously deducted for

tax purposes—net 58,237 48,464 43,829
Rate differentials on

turnaround of deferred

tax balances (66,780) (32,806) -
Other differences—net 70,348 26,467 (27,539)

Total provision $616,281 $633,133 $906,299

In 1988, GTE adopted Financial Accounting Standard No. 95,
“Statement of Cash Flows,” and restated prior years. For pur-
poses of this statement, cash and temporary investments
include cash and highly liquid investments with maturities at
acquisition of not more than 90 days.

Set forth below is information with respect to changes in
components of working capital and cash paid for interest and
income taxes (in thousands of dollars):

1988 1987 1986
(Increase) decrease in assets:
Receivables—net $(625,140) $(443,253) $(477,450)
Inventories 19,867 (58,277) (77,725)
QOther current assets (101,664) 182,804 (185,202)
Increase (decrease) in
liabilities:
Accounts and payrolls
payable 83,586 248,791 (48,678)
Accrued taxes 139,654 (168,982) 187,027
Other current liabilities 115,166 (204,095) (138,694)
$(368,531) $(443,012) $(740,722)
Cash paid during the year
for:
Interest $ 982,173 $ 908,671 $ 945,863
Income taxes -~ 352,624 516,202 111,329

The company also had certain non-cash investing and financ-
ing activities. These included the assumption in 1986 of $107
million of liabilities in connection with acquisitions for which
GTE also paid $174 million in cash. In that year GTE also
transferred liabilities totaling $381 million in connection with
the sales of certain businesses for which GTE received $427
million in cash. Other non-cash transactions involved conver-
sions of debt into common stock which reduced liabilities by
$7 million, $2 million and $152 million in 1988-1986.

In February 1989, the Public Utility Commission of Texas
(PUC) informed GTE Southwest, a subsidiary of the company,
that it intends to issue an order which will reduce customer
rates by approximately $60 million annually and is expected to
provide for customer refunds of approximately $150 million.

The proposed order raises a number of significant issues.
GTE Southwest intends to vigorously contest the order by
petitioning the PUC for rehearing and, if necessary, seeking
relief in the courts. The ultimate outcome of this matter is
not presently determinable, however, the company believes
that it will not have a material effect on its consolidated
financial position.

Industry segment data is shown on pages 31 and 32.
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Independent Public Accountants’ and Management Reports

Report of Independent Public Accountants

To the Board of Directors and Shareholders of GTE Corporation:

We have audited the accompanying consolidated balance
sheets and summary of preferred stock and long-term debt of
GTE Corporation (a New York corporation) and subsidiaries
as of December 31,1988 and 1987 and the related consolidated
statements of income, amounts paid in, in excess of par value,
foreign currency translation adjustment, reinvested earnings
and cash flows for each of the three years in the period ended
December 31, 1988. These financial statements are the
responsibility of the Company’s management. Our responsi-
bility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free
of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position
of GTE Corporation and subsidiaries as of December 31,
1988 and 1987, and the results of their operations and their
cash flows for each of the three years in the period ended
December 31, 1988 in conformity with generally accepted
accounting principles.

New York, New York,
February 6, 1989.

Management Report

To Our Shareholders:

The management of GTE is responsible for the integrity and
objectivity of the financial and operating information con-
tained in this Annual Report, including the consolidated
financial statements covered by the Report of Indepen-

dent Public Accountants. These statements were prepared in
conformity with generally accepted accounting principles
and include amounts that are based on the best estimates and
judgments of management.

The company has a system of internal accounting controls
which provides management with reasonable assurance that
transactions are recorded and executed in accordance with its
authorizations, that assets are properly safeguarded and
accounted for, and that financial records are maintained so as
to permit preparation of financial statements in accordance
with generally accepted accounting principles. This system
includes written policies and procedures, an organizational
structure that segregates duties, and a comprehensive pro-
gram of periodic audits by the internal auditors. The com-
pany also has instituted policies and guidelines which require
employees to maintain the highest level of ethical standards.

In addition, the Audit Committee of the Board of Direc-
tors, consisting solely of outside directors, meets periodically
with management, the internal auditors and the independent
public accountants to review internal accounting controls,
audit results and accounting principles and practices, and
annually recommends to the Board of Directors the selection
of independent public accountants.

Aweon

James L. Johnson
Chairman and Chief
Executive Officer

Nicholas L. Trivisonno
Senior Vice President—Finance
and Chief Financial Officer
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Quarterly Financial Pata (n munons) GTE Corporation and Subsidiaries
(unaudited)
1st QTR 2nd QTR® 3rd QTR 4th QTRw
1988 1987 1988 1987 1988 1987 1988 1987
Revenues and sales $3,943 $3,694 $4,207 $3846 $4,001 $3,806 $4309 $4075
Income before other deductions
and income taxes® 768 806 803 857 740 781 741 709
Consolidated net income applicable
to common stock 274 258 288 215 301 287 314 322
Primary earnings per common share $ .84 § .78 $ 87 §$ .66 $ 91 % 86 $ 96 $ 99
Fully diluted earnings per common
share $ 8 §$ 77 $ 86 $ .64 $ 89 § 85 $ 95 $ 96
Common dividends declared $ 63 § .61 $ 63 $ .61 $ 67 $ .63 $ 67 $ 63
Common stock market price
High $3950 $4250 $39.38 $4250 $43.75 $44.75 $45.88 $43.88
Low 34.00 38.92 33.75 33.50 37.88 37.50 42.13 29.38
Close 35.63 41.13 39.13 38.50 43.63 41.50 44.50 35.38

® The decreases 1n income before other deductions and income taxes were primarily due to increased expenses resulung from an accounting change mandated by the FCC.
This change, which was effective in 1988, required the expensing of certain costs that were capitalized under the previous accounting method. However, these decreases were
largely offset in the ratemaking process pnimarily through the retention of the benefits of the lower federal income tax rate so that there was no material effect on net income

() The second quarter of 1988 includes a nonrecurning net gain of $17 million or $.05 per share due primanly to a change in accounting for telephone directory revenues which
ncreased net income by $34 million or $.10 per share; the second quarter of 1987 includes a net charge which decreased net income by $54 million or $.16 per share, repre-
senung GTE’s 50% share of a $350 mullion pre-tax writedown at US Sprin, partially offset by pension settlement gains recognized by GTE during the quarter

(9 1987 includes gains from pension settlements and a sale of real estate which increased net income n the fourth quarter by $26 million or $.08 per share

Insurance Indemnification

The corporation has purchased indemnification
insurance covering directors and officers elected or
appointed by the Boards of Directors of GTE and its
subsidiaries, as well as fiduciary liability insurance cov-
ering all directors and officers of its United States and
Canadian subsidiaries who act in the capacity of fidu-
ciaries in the management or administration of the
pension and welfare plans or funds of GTE and such
subsidiaries. The directors’ and officers’ indemnifica-
tion insurance and fiduciary liability insurance cover-
age are written by various underwriters and were placed
during the second quarter and fourth quarter of 1988,
respectively, each for a one-year period at a total cost
to the parent company and GTE Service Corporation
of $438,290.
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Vice Chairman of the Board
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Company, and President
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International
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Chairman, The Interlake
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Vice Chairman
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Chairman, Chief Executive
Officer and President

The Travelers Corporation
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Senior Vice President
Human Resources
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Association, Inc.
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) Corporate Information

Principal Financial Contact
For further information
about GTE Corporation
and its subsidiaries, please
contact:
Timothy P. Murphy
Vice President
Investor Relations and
Financial Administration
GTE Corporation
One Stamford Forum
Stamford, CT 06904
(203) 965-2789
Int'l. Telex: 4750071
Facsimile: (203) 965-2520

Shareholder Systematic
Investment Plan

The Shareholder Systematic
Investment Plan provides
holders of the Corporation’s
common stock with a
convenient way to purchase
additional shares. Share-
holders wishing information
regarding the plan may
write to: GTE Shareholder
Services Incorporated,

P.O. Box 158, North Quincy,
MA 02171, or call toll-free
(800) 225-5160.

10-K Report

A copy of our Annual
Report on Form 10K filed
with the Securities and
Exchange Commission may
be obtained by writing to
the Corporate Secretary’s
Office, GTE Corporation,
One Stamford Forum,
Stamford, CT 06904.

Stock Ownership Questions
Please address questions
concerning ownership of
common, preferred or

no par preferred stock to
GTE Shareholder Services
Incorporated, PO. Box 37,
North Quincy, MA 02171,

or call (800) 225-5160.

Stock Exchange Listings
The common stock of GTE
Corporation (symbol: GTE)
is listed on the New York
Stock Excharige, Inc., the
Midwest Stock Exchange,
Incorporated, and The
Pacific Stock Exchange
Incorporated and is traded
on other exchanges in the
United States; it is listed also
in Europe on The Stock
Exchange, London; the
Amsterdam Stock Exchange;
the Basel Stock Exchange;
the Geneva Stock Exchange;
the Lausanne Stock
Exchange; the Paris Stock
Exchange and the Zurich
Stock Exchange.

The Corporation’s 5.00%
convertible preferred stock,
$2.00 convertible no par
preferred stock and $2.475

no par preferred stock are -

listed on the New York Stock
Exchange, Inc.

The information in this
report is not given in con-
nection with any sale or
offer to buy any securities.

Transfer Agents (T/A)

and Registrars ()

Common Stock, Preferred Stock
and No Par Preferred Stock

GTE Shareholder Services
Incorporated (1/a)

P.O. Box 37

North Quincy, MA 02171

GTE Shareholder Services
Incorporated (Tia)

50 Broadway

New York, NY 10004

State Street Bank and
Trust Company (R)
P.O. Box 5003
Boston, MA 02107

The 1989 annual meeting of
shareholders will be held on
April 19 at the Italian Center,
Stamford, Connecticut.
Formal notice of the meet-
ing, proxy statement and
proxy card will be mailed on
or about March 2.

Auditors

Arthur Andersen & Co.

1345 Avenue of the Americas
New York, NY 10105
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